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PAUL SENF, Secretary and Treasurer 


NOTE 
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MAURICE MASOIN, Président 
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DEBT MANAGEMENT 
A GENERAL REPORT 


by EDWARD NEVIN 
University College of Wales, Aberystwyth 
I: INTRODUCTION 


1. I have not conceived the function of this report to be an 
attempt to summarize the content of the various reports laid before 
the conference on the subject of debt management — these in any 
case differ so much, in both the circumstances they describe and in 
their method of approach, that an adequate summary would be 
exceedingly difficult. Nor, on the other hand, do I consider it my 
primary function to indulge in comment on, or criticism of, the 
points raised by the various contributors; this is more properly the 
function of the conference itself. 

2. The main object of this report is to present a survey of what 
seem to be the major issues raised in the various reports. The aim, 
in other words, is more often to pose questions than to attempt 
answers. Diverse though the nature of the various reports has been, 
there is in fact a good deal of common ground between them, in the 
sense that a number of issues appear to arise, even if in different 
forms, in most of them. 

3. In what follows, the discussion will be divided into two 
main parts: first, a number of primarily theoretical issues are drawn 
to the attention of the conference; secondly a number of questions 
relating to the practical problems of debt management are listed. 
To conclude, the question of the reform of the public debt is 
briefly touched upon, even though this subject v was not investigated 
in any detail by any of the rapporteurs. 


II: SOME THEORETICAL ASPECTS 
‘(a) The nature of debt management 


4. It is expedient in any discussion of debt management to 
consider in the first instance the nature and scope of this branch of 


10 DEBT MANAGEMENT - A GENERAL REPORT 


public finance. Debt management has been defined as, and is generally 
thought of as being, the study of policies which are directed to 
regulating the size or structure of a country’s public debt. To this, 
however, must clearly be added policies relating to the distribution 
of the debt, since it is clear that changes in the distribution of a 
given volume and type of debt can have profound economic effects. 
Further, it is perhaps desirable that the definition should include 
some reference to polocies governing the nature of the debt, in the 
sense of terms of borrowing. 

5. It is nowadays axiomatic that debt management, so defined, 
is very closely related to monetary policy and should be closely 
integrated with it in practice, Indeed, there is a real danger that 
in our theoretical exuberance we may carry this line of thought too 
far and lose sight of the fact that the primary purpose of a public 
debt is, after all, to enable a government to secure control over 
purchasing power. It is all very well to argue that a government, 
having power to expand the money supply, is never in a position in 
which it must borrow, and thus to arrive at what are presumably 
policy recommendations such as the famous Simons proposition that 
the public debt should consist of irredeemable securities only, the 
quantity of money being expanded to accommodate any members of 
the public whose taste for liquidity prevented them from holding 
such securities. 

6. This is all very well in a Patinkinian world displaying assumed 
characteristics at which even the most ardent devotees of science 
fiction would boggle. The study of debt management, however, is 
surely intended to be of some practical value, and in the real 
world our conclusions may go badly astray if we base them on this 
assumption that the money supply can be freely regulated. By no 
means all governments have this complete control over the money 
supply; others, having the theoretical power, are in practice 
prevented from using it because of the consequences of changes in 
the volume of money on other variables, especially internal and 
external confidence. Would we be wise, therefore, to write and 
think of debt policy as being completely subordinated to monetary 
policy? 

7. Another fundamental issue is raised by the question of the 
agencies through which debt management is exercised. In countries 
where the Central Bank is so completely integrated into financial 
policy as to be virtually an official agency, the problem of dis- 


' 
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tinguishing between formulation of debt policy and its administration 
in the market need not arise. In other countries, however, the Central 
Bank is regarded as being an entirely independent institution, 
although having direct agency functions which it undertakes for the 
government as any banker would for a customer. In such a situation, 
there would appear to be a problem of either defining the scope 
of debt management in a very limited sense, or drawing some 
implications as to the correct constitutional position of the Central 
Bank itself. If, for example, the Central Bank is to be regarded as 
free to operate its discount rate or conduct open market operations 
in whatever direction and extent it sees fit, it is clear that the scope 
of debt management policy must be restricted to the very broadest 
issues regarding the timing and general magnitude of issues and 
retirements. The Treasury would be severely limited in its power 
to interpret debt management so as to include day-to-day operations 
in the market with the aim of affecting the price and _ yield of 
outstanding debt, or even such other fundamental matters as the 
volume of or yield on the floating debt. The question of the scope 
of debt management is therefore by no means a simple and 
straightforward issue; it carries implications of a fairly far-reaching 
nature involving the degree to which the Central Bank may operate 
in the market independently of the monetary authorities themselves. 


(b) The economic significance of the volume of debt 


8. Nothing is more striking in public debt literature than the 
conflict between theoretical conclusions regarding the role of the 
debt and the experience as recorded in practical studies. Theory 
firmly concludes that the sale of government securities exerts a 
deflationary effect on the economy, and repayment an inflationary 
effect. The story of actual experience in many countries points in 
precisely the reverse direction, suggesting that government debt 
has created, or at least strengthened, inflationary movements and 
that a counter-inflationary policy requires a reduction in the volume 
of public debt. For economic theory to conflict fairly violently with 

actual practice is not exactly a new phenomenon, but the conflict in 
"this case is so violent that it is worthwhile considering the reasons 
for it. 

9. Theoretical analysis suggests that the issue of debt has a 
deflationary effect, both directly and indirectly. When it is said 
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that the sale of government securities has a directly deflationary 
effect, of course, it is usually the case that the analysis is neglecting, 
on the one hand, the use to which the proceeds of the debt are put, 
and, on the other hand, the alternative measures which would 
have been adopted had the issue of debt not occurred. It is perhaps 
worth-while raising the question of the extent to which assumptions 
of this kind are justifiable. So far as proceeds of the sale of govern- 
ment securties is concerned, it is clear that a deflationary effect, 
while not impossible, is eminently unlikely if the purchasing power 
withdrawn from the private sector is merely spent by the public 
sector on goods and services; it is only by a peculiar combination 
of assumptions that it is possible to envisage a net deflationary effect 
from this transfer. The analysis more usually speaks of the with- 
drawal of purchasing power by means of a sale of debt and leaves 
the story there. This obviously has its usefulness as a device for 
simplifying and clarifying discussion; on the other hand, it can be 
argued that by omitting the vital question of the use to which the 
proceeds are put, the analysis is largely worthless. 

10. Similarly, it can be argued that no analysis can validly 
examine the consequences of debt reduction unless it proceeds to 
compare those consequences with the alternative to government 
borrowing — that is to say, either an increase of taxation, an 
expansion of the money supply or a reduction of government 
expenditure. It could be suggested that if this comparison is made, 
it will often prove that debt sales, while in themselves deflationary, 
are in fact less deflationary than one or more of the alternatives 
which wculd otherwise have been adopted; in this case it would 
be difficult to argue that the issue of government debt is deflationary 
in any very meaningful sense. These are general questions concerning 
the degree to which simplifyng assumptions can be validly made in 
a discussion of this sort and the extent to which other things can 
be assumed to be equal; I will not attempt to pursue them. 

11. Leaving this important issue on one side, then, theoretical 
analysis would suggest that by the issue of government securities 
to the general public demand is directly and immediately reduced 
in that the purchasing power used to take up the debt would 
otherwise have been used to consume goods and services. This 
conclusion clearly postulates an inverse relationship between the 
purchase of assets and the purchase of other goods and services, 
and a directly contradictory result would follow if other assumptions 
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were substituted. For example, a great deal turns on the nature of 
the purchaser of government debt; if it is bought by a bank, it may 
well be that the purchase so raises its liquid assets that it feels able to 
expand its loans and advances to a greater degree than previously. *) 
Again, much depends on whether the funds concerned are taken 
from consumption or from other assets, and on the supply of other 
types of assets available in the economy; the purchasing power used 
to subscribe to government debt might otherwise have been 
searching for other types of asset. For example, in an under- 
developed economy, where relatively liquid assets are scarce, a 
holder of government debt may feel himself in a more liquid 
position than if he had been holding, say, the land or jewellery which 
would have constituted the only alternative assets available to him. 
Yet again, it may be that the acquisition of a security promising a 
certain flow of income over a period of years will so affect consumer 
behaviour as to lead to a higher level of demand after the acquisition 
of the government security. 

12. In all this, much depends on the period of time with which 
the analysis is concerning itself. At the moment when the debt is 
purchased it is probable that a directly deflationary effect will be 
felt in the economy unless (a not unlikely supposition) the resources 
used to purchase the debt would otherwise have been used to acquire 
some other asset rather than for current consumption, in which case 
the effects are indirect and not always easily predictable. If the 
analysis is concerned with the effects during the period after the 
issue of debt, however, a dogmatic conclusion that debt issue is 
deflationary is more difficult to defend. The effects of an increase 
in government debt in the succeeding periods may well be in- 
flationary rather than deflationary. 

13. It has been argued, however, that the deflationary effects 
of public debt issue follow indirectly, rather than directly, operating 
through a reduction of the capital value of the already existing debt. 
It is clear that a number of debatable assumptions underlie this 
conclusion. So far as the debt holders themselves are concerned, it 
assumes that a fall in capital values, without any change in the 
yield on an investment, is the operative factor in determining 
' expenditure; the case of the widows and orphans, in other words, 
in which capital repayment is never sought but current yield is 


1) Naturally this assumes that the debt is not purchased from cash but in 
substitution for other assets. 
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all important, is not treated as being significant. Secondly, the 
analysis assumes that the effect of a fall in capital values is felt 
on current expenditure and not on saving. Both assumptions are 
naturally open to question. 

14. A second aspect of the mechanism by which sales of 
government debt indirectly reduce the pressure of demand is the 
impact of a fall in the value of government securities on the market 
for private debts; lending to, or investing in, private enterprises is 
made relatively less attractive, so that banks and other investors 
become less disposed to finance private expenditure on capital or 
current items. This is the traditional doctrine concerning the effects 
of interest rates, and especially their transmission through the 
capital market, but it rests on assumptions regarding expectations 
which may not be particularly realistic. In effect, it assumes that 
the elasticity of expectations amongst investors is the same in the 
government bond market as in the equity market, so that the effect 
of a fall in the price of government bonds is the same in the equity 
market as in the government bond market. 

15. In the real world, this is probably not the case. If the 
elasticity of expectations in the bond market is high and the cross- 
elasticity of expectations in the equity market (i.e. the responsiveness 
of expectations concerning future equity prices to changes in current — 
bond prices) is relatively low, then it is obvious that directly opposite 
effects will follow in the two markets. The fall in bond prices 
will set up expectations of further falls in that market; this will make 
investors more, rather than less, willing to purchase private debt in 
substitution for public debt. The net effect of increasing the supply 
of government debt may therefore be to give further impetus to the 
preference of lenders for private debt and therefore to reduce the - 
relative cost of private borrowing. 

16. Finally, the theoretical analysis seems to assume a fairly — 
low degree of price-elasticity amongst holders of government — 
securities, an assumption which may or may not be defensible. If | 
in fact this elasticity were very high, a small rise in the rate of 
interest would be sufficient to induce investors to take up the 
additional securities being offered, so that there would be only a | 
small fall in the capital value of outstanding government debt. The 
overall asset position amongst holders of government securities 
following the issue of extra government debt could thus be 
unchanged or even higher — that is to say, the total value of 
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government securities outstanding could be increased rather than 
diminished. The secondary, or long-run, effects of the debt operation 
might therefore be inflationary rather than deflationary; to maintain 
the conclusion than government debt issues are deflationary, the 
analysis would therefore be driven back once again to the direct and 
immediate effects of the operation alone. 


(c) Debt operations and taxation 


17. A third issue raised in the theoretical discussion of debt 
policy is the comparison between the effects of sales of government 
securities and those of an increase in direct taxation which achieved 
a similar transfer of purchasing power to the government. It has 
been argued that in terms of its effects on private wealth, debt issue 
inflicts losses in exactly the same way as a tax on wealth, although it 
is stressed that the distribution of the impact will naturally differ 
in the two cases. It is also self-evident that important differences 
will exist between the two policies so far as their psychological 
effects are concerned, of course. 

18. Even the main conclusion would be considerably modified, 
however, if the assumptions implicit in it were altered slightly. It 
is argued that a rise in the rate of interest will be necessary to 
induce the public to take up the additional securities being offered, 
reducing the capital values of existing securities; holders of 
outstanding debt are therefore impoverished in a way comparable 
with that resulting from the imposition of a tax. It is clear, however, 
that a reduction of capital values of this kind would have offsetting 
and compensating effects which would not be present in the case 
of taxation (leaving entirely on one side the question of the use to 
which the resources acquired by the authorities in either case were 
put). If capital values are reduced throughout the economy, it 
follows that debtors are made better off to the same degree that 
creditors are impoverished. It is usually assumed that this effect 
will not apply in the particular case of holders of government debt 
itself; although the taxpayer should in theory feel his position 
improved by a fall in the capital value of the public debt which exists 
in his name, it is customary to assume that taxpayers as a group 
‘are not conscious of the burden of the national debt in the way 
that a private debtor is aware of the burden of his debt. 

19. The argument suggests, however, that the fall in capital 

Mivalues initiated in the government securities market will spread to 
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the market for all other assets in the economy. When the argument 
is extended in this way the offset effect on debtors becomes 
important. If the value of houses falls, for example, the loss 
experienced by the owners of houses is offset by the gain 
experienced by the purchasers or renters of houses. (Theoretically, 
in the case of the owner-occupier, the loss which he experiences as 
an investor is exactly offset by the equal and opposite gain which 
he experiences as a consumer of housing.) If the impoverishment 
of capital owners had taken place through the medium of a tax, on 
the other hand, there would be no compensating effect of this kind; 
the loss experienced by the taxpayer would not correspond with 
any offsetting gain on the part of anyone else. No-one, in other 
words, would have extra resources at his disposal as a result of 
someone else’s loss, as would be the case with a fall in the capital 
value of real assets. Hence there are very significant limits to the 
extent to which it is correct to suggest that sales of government 
debt have equivalent effects to a proportional tax on wealth. 


Ill. POLICY ASPECTS 
(a) The cost of debt service 


20. Traditionally, the cost of servicing the public debt has been 
thought of as a burden which could overload and impoverish an 
unduly indebted economy. It is noticeable that this factor has often 
been relegated to a relatively minor place in current discussion of 
the debt problem, although the causes of this are not far to seek. 
In the first place, developments of economic analysis have clarified 
the effects of the service of internal debt; there is now a general 
understanding of the fact that it represents a redistribution, rather 
than a reduction, of income. Despite recent efforts in the United 
States to adopt in this particular field the current fashion for 
resurrecting a theoretical system which both critical discussion and 
hard experience have long shown to be manifestly inadequate, this 
principle appears to be clearly accepted by most authorities respon- 
sible for decisions concerning debt policy. In the second place, the 
relatively high levels of taxation levied in most countries on the 
rentier class, including shareholders of the major financial insti- 
tutions, have materially reduced the significance of the welfare 
implications of this redistribution of income. 
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21. At the same time, it is clear that the interest cost of the 
public debt has by no means become a completely unimportant 
consideration in debt policy. In the first place, the debt service 
represents a substantial element of total government current 
expenditure, and hence is responsible for a significant share of total 
taxation. Assuming that taxation in itself is an evil whose incidence 
should be minimised — although this of course begs important issues 
relating to the redistributive effects of taxation and the relative 
welfare implications of private and public expenditure — the cost 
of the debt service cannot be lightly dismissed by any government. 

22. More important, perhaps, is the question of the role of 
interest rates in securing a firm holding of a volume of debt which 
is adequate judged by the budgetary requirements of the government 
itself and by the liquidity requirements of the economy at any 
particular moment of time. Theoretically, any desired volume of debt 
can be sold by an appropriate movement of interest rates. As was 
observed earlier, however, the problem is seldom as simple as this. 
Experience in some countries suggests that the effect of past 
fluctuations in bond prices has been such as to generate a perversity 
of expectations in the market, so that a fall in prices stimulates a 
movement out of government securities rather than purchases of 
them. Again, in an economy dominated by memories of the effects 
of inflation, the public debt — by its nature a collection of fixed 
interest obligations — is persistently fighting a losing battle against 
equity investments for the available flow of new funds and, indeed, 
for the existing stock of already-invested funds. Higher interest 
rates would clearly be indicated as a means of countering such 
pressure, but a situation may prevail in which a fall in the price of 
existing government bonds would be interpreted as a sign of a loss 
of confidence in the authorities amongst informed circles and the 
harbinger of yet more inflationary excesses to. come. The net 
result could be an accentuation, rather than a reduction, in the 
trend against the public debt and in favour of equity investments. 
Finally, a degree of positive communication must exist at some 
point between the public and private borrowing sectors in any 
market. A situation may therefore arise in which an increase in 
' interest rates great enough to induce a firm market for the public 
debt will spill over into the private capital market and result in 
such a stiffening of borrowing terms as to retard the rate of 
economic growth or to generate unemployment. 
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23. Now it is obvious that all these factors will not be operating 
simultaneously, or at any rate will not be operating in the same 
direction. It is also obvious, however, that one or other of them has 
been at work in most countries since the war, to varying degrees 
and for varying periods of time. It does not appear that any really 
satisfactory solution has yet been found to the problem which is 
thus created, but I will revert to this question in connection with the 
future shape of public debts. 

24. One special application of this cost issue is nevertheless 
worth special mention here, and this is the external effect of the 
public debt service. Since the second World War, external debt 
as such has fortunately not occupied in Western Europe the position 
of prominence so characteristic of the 1920s, nor have depressions 
and deflation created intractable transfer problems on such external 
debt as exists. International capital movements have caused some 
disturbance on occasion, of course. From time to time some Treasury 
embarrassment has been caused by sudden and substantial with- 
drawals of foreign funds which had been invested in short-term 
government liabilities, leading in some instances to a short-term 
finance problem, Curiously enough, exactly the opposite situation 
has been created from time to time in other countries; incoming funds 
have been invested otherwise than in the public debt but the 
acquisition of the foreign currencies concerned has been financed 
by an exchange stabilisation agency using funds which would 
otherwise have been used to purchase floating debt. (Alternatively, 
the acquisition of foreign exchange may have required a positive 
expansion of the floating debt at a time when such an expansion 
was undesirable.) 

25. Of more general interest, perhaps, is the problem arising 
from an increase of interest rates on the internal debt when a 
substantial proportion of that debt is in the hands of non-residents. 
The service charge on the internal debt obviously ceases to be a 
mere transfer payment to the extent that the debt is held externally; 
further, it becomes questionable whether a policy of high rates 
on the debt, as part of an attempt to secure balance-of-payments 
equilibrium, is even operating in the right direction. This is an issue 
of some practical importance in countries having an extensive public 
debt and a potential or actual balance-of-payments problem; so 
much so, that the question arises of whether a rational monetary and 
debt policy can operate in such a situation so long as the debt 
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may by transferred freely between residents and non-residents. 
(b) Market operations in the debt 


26. A second group of problems connected with the practical 
business of managing the public debt arises in connection with 
market operations involving outstanding debt — the purchase or sale 
of previously issued securities and the exchange of various maturities 
of debt. The magnitude of such operations naturally varies from 
country to country, some governments — through choice or sheer 
fiscal necessity — confining themselves to the repayment of 
maturing debt and new issues required on budgetary grounds, others 
constantly conducting market operations on a considerable scale in 
between issues. To some extent this is another manifestation of the 
fundamental parameter in the debt-management equation to which 
reference was made earlier — namely, the degree of policy 
integration between the central government itself and other major 
financial institutions such as the Central Bank, pension funds and 
so on. Almost all governments in Western Europe and North 
America, however, are themselves holders of a sufficiently large 
element of their own debt to enable them, if they so choose, to exert 
significant effects on day-to-day conditions in the public debt 
market. 

27. This possibility may bring into the open the ethical issues 
involved — the question, that is, of whether a government is morally 
justified in deliberately setting out to influence the current value 
of its own debt obligations. I am aware, of course, that it is regarded 
(in my own country, at any rate) as distinctly antediluvian — or at 
least medieval, if indeed that is not taken to be an even more 
offensive appelation — for an economist to concern himself with 
the moral aspects of his subject. I do not share this view, but I do 
not propose to indulge my heresy at length on this occasion, It 
will suffice for present purposes to record that if such doubts 
concerning the morality of official intervention in the market for 
its own obligations are widespread, the scope for this type of debt 
management will naturally be restricted — either in the magnitude 

‘of such operations, or their direction, or the end of the market in 
which public opinion will permit the oracle to be worked. 

28. Rather similar considerations apply where the question of 
political prestige is generally believed to be involved in the price- 
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level of government securities, or where internal or external confi- 
dence in the government’s grip on the economic situation is 
influenced by current quotations of its debt. This element may work 
in various directions, inhibiting the authorities from undertaking 
market operations at all for fear of the political consequences, or 
confining them to a one-way traffic policy only, or, at the other 
extreme, inducing them to give an extravagant degree of protection 
to the market, effectively monetising the debt and paying interest 
at the same time. 


29. Finally, and probably of most practical significance, there is 
clearly a sharp divergence of opinion — nationally and interna- 
tionally — on the issue of whether official operations should be 
conducted in the floating, or other very short-term, debt only or 
whether they should extend into the markets for medium and long- 
term debt. This is partly a matter of the old question of whether the 
Central Bank is or is not guided by official debt policy in its own 
discount and lending policies. It is also partly a question of the 
nature of the markets themselves, the short-term market in some 
countries being firmer and more broadly-based than the long-term 
market, so lending itself more to such operations; in other countries 
the opposite situation prevails. 


30. Most important of all, much depends on the predominant 
view in the country concerned — and especially in its official and 
financial circles — about the nature and function of market rates 
of interest. In some instances the rate of interest is regarded as 
a reflection of, and a crucially significant guide to, the underlying 
relationship between the demand for and the supply of real savings 
in the economy; in others, it is seen much more as a monetary 
phenomenon, subject in a high degree to psychological forces and 
expectations — not necessarily rational expectations. In the former 
situation, efforts to inflyence the long-term rate of interest by official 
operations would be regarded as futile and, indeed, positively 
misleading to the authorities themselves as well as the economy at 
large; in the latter, the shaping and guiding of financial opinion by 
market operations would be regarded as just as legitimate and just 
as effective (or ineffective) as variations in the Central Bank's 
discount rate or the cash reserves of the commercial banking system. 
In other words, it is essentially a differing over monetary theory, and 
I feel it would be unduly optimistic if I were to attempt here and 
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now to dispose of such a venerable and apparently insoluble 
theoretical quarrel. 


(c) The proper role of debt policy 


31. This leads me naturally on to my third item in this survey 
of issues in debt management policy — the question of whether debt 
policy is properly regarded as a short-run or long-run instrument in 
the general armoury of stabilisation weapons. It can be argued that 
since budgetary measures, in their nature, can be adopted or 
modified only relatively slowly — normally once a year — the 
proper role of debt policy (as of the general corpus of monetary 
policy of which in this context it forms a part) is to fill in the gaps 
between budgets, so to speak: to deal with short-run, marginal 
adjustments, leaving longer-run, more basic adjustments to the 
heavier guns of fiscal policy. Against this it has to be argued that 
experience in most highly-developed economies since the war 
suggests that interest-rate movements, however strong their 
eventual impact may or may not be, are much slower-moving than 
orthodox credit-control doctrine might have led one to suppose. 
I will not attempt to traverse this much-harrowed field of controversy 
over the effectiveness of monetary policy. But I think it would be 
generally true to say that in few countries today is it supposed that 
movements in short-term interest rates can be expected to have any 
really substantial immediate effects, except perhaps in the rather 
unpredictable sphere of international capital movements. 

32. On the other hand, scepticism concerning the short-run 
effectiveness of interest-rate changes by no means disposes of debt 
policy in this context. Increasing importance has been given in 
almost all countries in recent years to the quantitative, rather than 
the price, aspects of monetary control — that is to say, to variations 
in the availability of credit (or, as it is becoming fashionable to say 
in my country, to the general structure of liquidity, which means — 
insofar as I understand the expression — virtually the same thing). 
The role of the public debt here is apparent; for the major purveyors 
of credit, commercial banks and related institutions, the public debt 
is almost invariably a crucial element in their asset-structure. It is 
‘ unimportant for present purposes that the effect of changes in the 


4. short-term public debt may be precisely opposite in different banking 


systems. In some countries, increased sales of floating debt to the 
banking system may absorb part of a predetermined volume of 
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credit and thus make credit tighter in the private sector; in other 
countries, an addition to the floating debt held by the banks, by 
increasing their liquidity, may enable them to expand their total 
loans by some multiple amount and thus make credit easier in the 
private sector. Whichever way it falls out, in many countries the 
volume of public debt is an important element in the availability of 
credit, and therefore in short-run monetary control. 
33. Nevertheless, this does not lead to the tidy conclusion that 
since debt-management has a short-run monetary role, and operates 
through the volume of floating debt, official debt operations should 
accordingly be confined to the short-term end of the maket. For 
there is another aspect of the debt-credit nexus. Banks and related 
institutions also hold long-term debt, and fluctuations in the market 
quotations of the long-term debt can also have a short-run impact 
on the volume of credit. The increased yield on the debt may attract 
banks into the market and reduce the availability of funds to private 
borrowers; alternatively, the drop in market values may lock the 
banks into their bond holdings and reduce the availability of loans 
to potential new borrowers in this way; conversely, a drop in bond 
prices may make long-term securities less attractive as a banking 
asset precisely because of their apparent instability, and this would 
tend to increase the preference of bankers for lending to the private 
sector. Obviously everything turns on the precise attitudes and 
conventions prevailing in the country concerned, but the earlier 
problem of which end of the market is proper for official operations, 
if any, remains open. Effects on the volume of credit can be produced 
from either end; the biggest effects will obviously follow operations 
at both ends simultaneously. 


(d) The debt of political sub-divisions 


34. One last question is worth brief discussion under this general 
heading of debt-management problems, since it is apparent that it 
has proved of some importance in several countries. By the 
expression “public debt” is usually meant the indebtedness of the 
central government itself, but the distinction between debt issued 
by the central government and that issued by its political sub- 
divisions or agencies is often of little financial or economic 
significance. How extensive this latter type of debt is in comparison 
with the public debt proper will naturally depend on a number of 
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factors, political as well as economic. Thus, in a federal state the 
significance of borrowing by unit governments may be very 
considerable, while the debt of local political authorities in a unitary 
state is usually a relatively minor item; in countries having a large 
number of nationalised industries the volume of government- 
guaranteed issues will be larger than in those having the comparable 
industries in private ownership; countries having a similar political 
system may experience the problem to different degrees because of 
differences in the functions allocated to’ sub-divisions, in their 
borrowing powers, in the terms on which such borrowing is carried 
out, or in the degree to which the investing public regards the 
different types of public debt as close substitutes to one another. 

35. The precise magnitude of the problem therefore varies 
considerably from one country to another, but its essential nature 
remains the same: should it be the object of debt policy that such 
quasi-public borrowing be absorbed into the public debt proper, or 
should emphasis be laid on the separation of, and distinction between, 
central and subordinate public borrowing? Obviously the question 
raises issues beyond the confines of public debt policy as such, 
especially those concerning the importance of the financial in- 
dependence of the public bodies concerned and the value attached 
to submitting such bodies to the discipline of competitive market 
forces. Yet the relevance to debt policy is equally obvious. On the 
one hand, nonsense can be made of a coherent and rational debt 
policy if the central authorities have no control over the issue or 
retirement of obligations which are for all practical purposes 
regarded by investors as identical to the public debt itself. On the 
other hand, the transfer of the capital finance of such bodies to the 
central government. may have unforeseen and undesired conse- 
quences for debt management; one more variable is added to the 
multitude of factors already complicating the formulation of public 
debt policy, and the authorities may find themselves forced into 
issues or retirements which are not in the best interests of monetary 
control. In different countries the decision has gone in different 
ways; in more than one country, indeed, the decision has gone in 
one way at one time and in an opposite at another. The balance 
‘ of advantage is certainly not obvious. 
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IV: DEBT REFORM 


36. The sheer multitude and complexity of all of these con- 
siderations bearing on the day-to-day management of the public 
debt is evidence enough of the unsuitability of the actual form which 
the debt takes in many countries in relation to the responsibilities 
which are nowadays thrust upon it. In principle, one is inclined to 
envy those countries which are starting from a position in which 
they have little or no internal debt, either because their political 
independence has been only recently acquired or because violent 
inflation has virtually wiped out their inherited debt; they are at 
least theoretically able to adopt debt forms more suited to the 
complexities of the modern economy than countries which are forced 
to struggle along with a mass of indebtedness whose shape was 
determined by the ideas and conditions of an earlier and less 
exacting era. This is the temptation, I repeat, in principle; in 
practice it is by no means apparent that such countries have enjoyed 
this theoretical freedom of action in reality. 

37. Be this as it may, it is surely right and proper that the 
emergence of the highly complex role of the public debt in the 
contemporary world should lead students of the subject to consider 
the changes which might be made in the form and structure of public 
debt with a view to reducing — eliminating would be a patently over- 
optimistic word — some of the frictions and inconsistencies in 
practical debt management which I have been attempting to describe. 
The need for considering the desirability of moving further away 
from the traditional structure of quotable bills and dated or 
undated bonds arises, in my view, from two principal causes. 

38. First, the steady increase in the powers and responsibilities 
of both public authorities and financial institutions has resulted in 
an attempt to make the public debt discharge a variety of not wholly 
consistent functions: it is an instrument whereby resources are 
transferred from private to public expenditure; it is a medium 
through which monetary policy is expressed and administered; it is 
a part of the accounting system of many official and semi-official 
agencies; it is a device whereby the propensity to save of individual 
citizens may be influenced; finally, it has become a dominating 
element in the asset structure of a wide range of financial institutions, 
having important effects on both their profitability and current 
policy. 
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39. The second major factor at work has been the almost 
universal experience, more or less continuously for twenty years, 
of a significant degree of inflation of the general level of incomes 
and prices and a depreciation of the relative value of fixed-income 
assets. On the one hand, the secular shift in favour of equity 
investments which this experience has engendered has immensely 
increased the task of the authorities in placing the debt; on the 
other hand, their ability to operate on interest rates has been seriously 
qualified by the possibility of perverse effects as expectations arise 
of further falls in bond values, or, perhaps, as a falling market in 
government securities is misinterpreted as presaging a further bout 
of inflation. 

40. In view of all this it is tempting, but in my view wholly 
unsatisfactory, to fall back on the traditional doctrine that the only 
good public debt is a small debt — ideally a zero debt. Such a 
doctrine, quite apart from the not unimportant question of its 
practicability, surely neglects the vital and positive role which the 
public debt fulfills in the asset-system of the whole economy. 
Further, it either ignores, or despairs of, the immensely powerful 
weapon of monetary control which the debt could, and in many 
countries does, provide; nor does it show an adequate appreciation 
of the enormously valuable role which a public debt can play in 
an under-developed economy where the stress must be on the 
mobilization of internal resources rather than conventional monetary 
control. The task of debt management policy is not only to discover 
how the authorities may minimise and survive the multitude of 
difficulties which beset them (although this is important), but also 
to move towards a position in which the public debt becomes not 
a perpetual nightmare but a major instrument of social policy. 

41. Experience shows that many countries have adopted special 
debt techniques with this sort of end in view. It would be impossible 
to list all of them in detail, but amongst those which might merit 
consideration and, perhaps, development are the following: 


(a) The use of compulsion to place or convert large blocks of debt. 
The extent to which this is justifiable, or desirable, is open to 
debate; nevertheless the technique is especially important in 
connection with once-for-all measures of reform or with 
particular groups of institutions. 

(b) The issue of non-marketable securities redeemable not at stated 
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dates but by option on either side on variable terms whose 
general nature is specified in advance. 

{c) The issue of securities of restricted eligibility — for example, 
to commercial banks, or pension funds — saleable before final 
maturity only to other holders in the same group. 

{d) The guarantee of real value by indexing principal and/or 
interest to gold, or comparable standards, or to some measure 
of general productivity — for example, gross national product 
or industrial production. The implications of making such 
guarantees operative only in an upward direction are obviously 
far-reaching. 

42. The list is not, of course, exclusive — tax concessions in 
particular have been ignored. The precise details of the debt form 
will in any case need to vary in accordance with the peculiar policy 
and institutional requirements of the country concerned. What is 
of supreme importance, however, is that greater attention should 
be paid to preserving the flexibility of the debt form. Just as the 
role of the public debt today differs from its role two generations 
ago, so it will surely differ in two generations hence. If we now seek 
to permanently transpose the public debt into a pattern designed 
solely to meet the needs of 1960, the debt managers two generations 
hence will almost certainly refer to us and the public debt we leave 
behind us with the ridicule and abuse which only our natural piety 
prevents us from using today on our forefathers and their efforts. 
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J. Introduction 


This paper seeks to indicate some of the major problems involved 
in the management of the British public debt at the present time. *) 
Such problems are naturally understandable only in the light of the 
constitutional and fiscal framework in which debt management has 
to be conducted, so that the earlier sections of the paper will attempt 
a brief outline of the factual background against which contemporary 
policy may be discussed. The following section outlines the main 
types of liabilities which comprise the British debt at the present 
time; section 3 summarises the legal framework within which debt 
operations must be conducted in the United Kingdom, section 4 the 
administrative practice governing the finance of government ex- 
penditures, especially as regards the choice between financing from 
current revenue and from various types of borrowing, and section 5 
the techniques of debt management employed by the monetary 
authorities. In the light of this factual material section 6 outlines the 
implications for debt policy of changes during recent years in the 
size, structure and distribution of the British public debt and sec- 
tion 7 discusses the main problems facing the monetary authorities 
in this context at the present time. 

In what follows heavy reliance will be placed on the report of 
the Radcliffe Committee on the working of the British monetary 
system. This Committee was appointed in 1957 and published its 
findings late in 1959; its Report and the supporting volumes of both 
oral and written evidence considered by it constitute an unparalleled 
source of information on every important aspect of the British credit 
system, including the public debt.*) Despite this, however, it has 


1) In British usage, of course, the term “national debt” is preferred to “publit 
debt”. In view of the international consumption of this paper, however, the more 
widely-used term “public debt” is used throughhout, except in the citation of 
quotations or sources. 

2) For the sake of brevity, the report of the Committee (Report of the Com- 


28 BRITISH PUBLIC DEBT POLICY 


still to be recorded that there remain serious deficiencies in published 
information concerning the British public debt, especially in the 
crucial matter of the maturity-pattern of the debt held by the main 
groups of holders. 


2. The Composition of the British public debt 


The overwhelming bulk of the British debt is payable in British 
pounds sterling, although it is important to remember that the inter- 
nal debt, in this sense, is not synonymous with the internally-held 
debt. In the first place, a substantial part of the sterling debt re- 
presents liabilities to institutions and persons outside the United 
Kingdom (the main instance being a total of some £530 million 
interest-free notes issued to the International Monetary Fund and 
International Bank against the United Kingdom quota to those 
organisations). Secondly, a substantial element of the internal debt 
has been purchased on the open market by non-residents who are 
now free to convert the proceeds of the sale or maturity of their 
holdings into any other currency. ?) Nevertheless it is convenient to 
divide the debt into sterling and non-sterling, and to subdivide the 
former into the four broad categories shown in Table I. The fol- 
lowing paragraphs provide a brief description of each of these main 
categories. *) 

The floating debt represents very short-term borrowing only; the 


mittee on the Working of the Monetary System, Cmd 827, H. M. Stationery 
Office, London 1959) will be referred to as Radcliffe Report. Similarly, the volume 
of oral evidence presented to it (Committee on the Working of the Monetary 
System: Minutes of Evidence, H.M. Stationery Office, London 1960) will be 
referred to as Radcliffe Evidence, while the three volumes of written memoranda 
submitted to the Committee (Committee on the Working of the Monetary System: 
Principal memoranda of evidence, Vols. 1-3, H.M. Stationery Office, London 
1960) will be referred to as Radcliffe Memoranda 1, Radcliffe Memoranda 2, and 
Radcliffe Memoranda 3, respectively. 

3) The holdings of sterling debt by official agencies outside the United Kingdom 
were estimated to be about £ 3500 million, or 12 per cent of the total sterling debt, 
in 1957 (Radcliffe Memoranda 1, Appx. III, p. 111). There is apparently no 
official knowledge of the magnitude of private overseas holdings of sterling debt 
(Radcliffe Evidence, Q. 2825) but for a private estimate see E. G. Jones and 
E. Nevin, “The British National Debt’, Pt. I, Economica, Vol. XXIV, August 
1957, pp. 222-4. 

4) For a somewhat more detailed description of the various liabilities making 
up the debt, see Jones and Nevin, op. cit., pp. 207—214. 
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function of this part of the debt is seen by the authorities as being 
very strictly “to provide a means by which to raise temporary finance 
for the Exchequer pending the receipt of revenue.” *) At the present 
time, borrowing of this kind is secured through the issue of only 
two types of liabilities — Ways and Means Advances and Treasury 
Bills.*) The former are in effect day-to-day loans to the central 
Exchequer either by various government departments holding surplus 
balances or by the Banking Department of the Bank of England. 
Such borrowing from the Bank of England is regarded by the 
authorities, however, only as “a last expedient to be avoided as far 
as possible”, mainly because of the adverse effects which borrowing 
from the central bank is believed to have on confidence at home and 
abroad.7). The second — and by far the more important — form 
of short-term borrowing is the Treasury Bill, an ordinary finance 
bill drawn on the government and repayable at par 91 days after the 
date of issue. *) At the present time about one-third of the total bill 
issue of around £5000 million takes the form of “tap” bills issued 
to government agencies (including the Issue Department of the 
Bank of England and the Exchange Equalisation Account — see 
secs. 4 and 5 below) which have surpluses available for a somewhat 
longer period of time than that involved in Ways and Means Ad- 
vances. The remainder are sold to the market — principally, but 
not exclusively, the commercial banks and the discount houses — 
through a “competitive” weekly tender.*) The discount rate es- 
tablished by this tender is naturally very sensitive to changes in 
monetary conditions, and it is through the Treasury bill issue that 
the effects of changes in the cost of credit are transmitted most 
rapidly into the debt service charge. 

5) Radcliffe Memoranda 1, p. 108, para. 21. 

6) During the second World War extensive use was also made of a third type 
of temporary borrowing-Treasury Deposits by the commercial banking system, a 
form of compulsory levy. The figure shown for the floating debt in 1946 in 
Table I actually includes £1559 million under this heading but this form of 
borrowing was ended in 1951. It was immensely disliked by British bankers (see 
Radcliffe Evidence, Qs. 3781-8, 5090-3). 

7) Radcliffe Memoranda 1, p. 108, para. 22, Radcliffe Evidence, Q. 989. 

8) On rather infrequent occasions 63-day bills are issued if this seems to be 
indicated by the current and prospective flow of revenue and expenditure. 

®) The word ,,competitive” is shown in inverted commas since the discount 
market is in fact organised into a tight cartel. For a description — and sur- 
prisingly merciful assessment — see Radcliffe Report, Chapter IV, paras. 162—180, 
Chap. VII, paras. 583—590. 
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Table I 
THE PUBLIC DEBT OF THE UNITED KINGDOM, 1900—1960 
(£ million) 


Year ending March 31st 
1900 | 1913 | 1919 | 1939 | 1946 1960 


Capital value 


Floating debt 6,487 | 5,448 
Marketable securities 12,369 | 14,844 
“Small savings” securities 1) 2,564 | 3,293 
Other internal debt 2,090 2,186 


Debt payable in external 23,510 | 25,771 
currencies 2) 369 | 2,043 


Total public debt 23,879 | 27,814 
As % of G.N.P. : 136 


Annual debt charge 
£ million 
As % of government revenue 


1) National Savings Certificates (excluding accrued interest), Defence Bonds and 
Premium Bonds. 


2) A total of £ 1032 million inter-governmental debt (arising from the first World 
War and due to the United States, France, Russia, and Italy) which had virtually 
been moribund since 1934 was formally excluded from the national accounts as 
from March 31st, 1946. 


Sources; Public debt: British Government Securities in the Twentieth Century, 
2nd edition, Privately published, London 1950 and 4th Supplement, 1960; Gross 
national product: 1913—1946, London and Cambridge Economic Bulletin (N.S.) 
No. 33, March 1960; 1959, Annual Abstract of Statistics, No. 97, 1960, H.M. 
Stationery Office, London, 1960. 


The second category of debt consists of securities quoted, and 
freely exchanged, on the London Stock Exchange. There were 
32 separate securities in this category at March 31 st, 1960, ranging 
in maturity from 244% Funding Loan finally repayable in less than 
13 months to 11 “irredeemable’” securities having no final date of 
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repayment ?°) and varying in size from the £214 million issue of 
234 % Annuities to the £1909 million issue of 314% % War Loan. 
It will be seen from Table I that the relative importance of this 
category of debt has declined substantially in the past 60 years — 
this decline reflecting the enormously increased importance of the 
floating debt — but its absolute increase has nevertheless resulted 
in a rise in its relative importance in the total stock of securities in 
the economy as a whole. In 1939, securities issued or guaranteed 1") 
by the British government accounted (in terms of market value) for 
about 35 per cent of the total of all securities quoted on the London 
Stock Exchange; by 1954 this proportion had reached 52 per cent, 
although by 1960 it had fallen back to about 32 per cent, largely 
as a result of the almost continuous decline of government-security 
prices in relation to equity prices. ”) 

This is one important variable in the British debt-management 
equation — the fact that the market in government bonds represents 

a very substantial element of the securities market as a whole. 
Another is the succession of maturities which the authorities face 
over the years ahead — maturities which must be either replaced or 
repaid. At least one quoted security falls finally due for repayment 
during each of the ten years 1960—69, the amount involved in each 
year being at least £500 million and more usually £600—£ 700 
million. 

The third category of debt — “small savings” securities — con- 
sists of non-marketable securities issued in small denominations 
principally with the object of stimulating thrift amongst people in 
relatively low income-groups. The main significance of this part of 
the debt from the point of view of management policy is that in- 
creases or decreases in its volume are neither completely foreseeable 


10) It is only to such securities — i.e. those repayable only by government 
option — that the expression “funded debt” is properly applied in strict British 
usage. “Funding” has come to be used in general parlance, however, to mean the 
mere lengthening of debt maturity, and it is in this looser sense that the term is 
used in later sections of this paper. 

11) These — principally issues by nationalised industries — amounted to £8 
million in 1939 and £162 million in 1959. They are not included in the figures 

"shown in Table I. 

12) See Radcliffe Report, Appx. III, Table 36, p. 357 and Annual Abstract of 
Statistics, 1960. Between 1954 and 1959 the average price of 2% per cent Consols 
fell by over 20 per cent; over the same period Moody’s index-number of equity 
prices rose by about 70 per cent. 
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nor completely within the control of the authorities. The securities 
concerned are available on “tap’’ — i.e. can be purchased at any 
time 1?) — and although their terms are such as to discourage pre- 
mature encashment, they can in fact be presented for repayment at 
any time with only a nominal period of notice. The initiative in 
changing the volume of this type of debt, in other words, lies with 
the general public, not the authorities. 

The final category of sterling debt — “other internal debt” — is 
so variegated in character (virtually having only non-marketability 
in common) that even an adequate summary would occupy undue 
space. The main items are the sterling liabilities to overseas holders 
previously referred to, terminable annuities issued to finance ex- 
penditure on postal and telegraphic services (taken up wholly by 
Savings Bank funds), and Tax Reserve Certificates — in effect, 
pre-payments of corporate income taxes on which interest is paid. 

The external debt of the United Kingdom can be described briefly. 
‘The overwhelming bulk is comprised of the official United States 
and Canadian reconstruction loans granted to the United Kingdom 
in 1945 and 1946, and further United States loans in 1949 and 
1952. 3+) 


3. Constitutional provisions governing debt issue 

Since World War I the essential feature of Parliamentary control 
over the public debt has been in effect that expenditures require 
legislative approval but that with such approval the Treasury is 
simultaneously empowered to borrow, in any form it chooses, when-~ 
ever current revenue is insufficient to meet these commitments. The 
annual Appropriations Acts, which embody legislative approval of 
expenditure proposals, authorise the Treasury to meet current deficits 
by means of temporary borrowing without explicitly specifying the 
limit to such borrowing. Theoretically, Treasury Bills issued for this 
purpose must be repaid by the end of the financial year in which they 
are issued, but in practice Ways and Means Advances are invariably 
used to meet current deficits in the first instance, and these must 
be repaid by the end of the quarter next succeeding the date of 
borrowing. Since the National Loans Act of 1939 authorises the 


13) Limits are imposed on the total amount of each class of security which 
may be held by any individual, but it is doubtful if this limitaton is of any prac- 
tical significance in the vast majority of cases. 

14) The total shown against 1959 in Table I includes an Export-Import Bank 
loan of £89 million which has since been repaid. 


BRITISH PUBLIC DEBT POLICY 33 


Treasury to issue any form of debt in order to replace maturing 
liabilities, however, the authorities in fact have complete discretion 
as to the form in which current deficits are financed. 

Almost all the statutes authorising the use of funds for capital 
issues (i.e. loans to local government authorities and nationalised 
industries for capital purposes) automatically authorise the Treasury 
to raise the necessary funds by borrowing in whatever form it may 
think fit. Again, the limit of the borrowing powers so granted takes 
the implicit form of a limitation on the total expenditure which may 
be incurred under each heading. Even this indirect limitation is 
absent in a few minor cases involving capital issues in which the 
initiative for expenditures necessarily rests outside the government — 
e.g. the capital of Exchange Equalisation Account required for the 
support of sterling in the foreign exchange markets. *) In general, 
however, while there is no ceiling on the British public debt in the 
formal sense, the extent of Parliamentary approval of expenditure 
proposals, both capital and current, represents an effective maximum 
to an increase of the debt. 

Statutory provisions for debt retirement — i.e. Sinking Funds — 
have in general enjoyed a no more successful career in the United 
Kingdom than elsewhere, and the obligation to set a fixed amount 
aside annually for general debt retirement was formally abolished 
by the Finance Act of 1954, having been of no practical significance 
for many years past. In fact the long-established practice of the 
Treasury has been to maintain only a minimum working cash balance 
and to use any surplus funds over and above this minimum for debt 
repayment at the end of each day.1*) Since the Exchequer has a 
large amount of borrowing outstanding at any one time from various 
government departments, some of which matures every day, it is 
never necessary to carry surplus balances from one day to another. 
Specific Sinking Funds are maintained, however, in respect of four 
securities whose original terms of issue contained Sinking Fund pro- 
visions. ‘7) Further, the statutes authorising the Treasury to make 

15) Other expenditures under this heading include the payment of War Damage 
Compensation, the redemption of post-war credits and the maintenance of the 
United Kingdom subscriptions to the International Monetary Fund and Inter- 
national Bank. 

16) Radcliffe Memoranda 1, p. 107, para. 10. 

17) 3% % Conversion Loan 1969, 3 % Funding Loan 1959-69, 4 % Funding 


' Loan 1960-90, and 4 % Victory Bonds, The total charge on these Sinking Funds 
currently amounts to about £ 37 million a year. 


34 BRITISH PUBLIC DEBT POLICY 


loans to local government authorities and nationalised industries 
invariably provide that Exchequer receipts from the repayment of 
such loans shall be applied to debt redemption. 1°) 

The payment of interest on all government securities at the due 
date and the repayment of principal at final maturity are, of course, 
fundamental to debt policy. Hence British fiscal practice involves 
provision for the debt service from the Consolidated Fund — i.e. 
they are payments to be made automatically by the authorities and 
do not require annual Parliamentary approval. 


4. Exchequer administrative practice 


Wherever possible, expenditures by the Exchequer are met from 
current revenue, whether the expenditure be of a current or a capital 
nature. A second basic principle of British exchequer management 
is that the cash balances held by the spending and collecting depart- 
ments of the government are at all times reduced to the minimum 
level necessary, any surplus balances being lent ona day-to-day basis 
to the central Exchequer by Ways and Means advances. #*) In this 
way, borrowing from the private sector is reduced to a minimum. 

Having determined the funds which must be raised from outside 
sources to meet foreseeable commitments (including debt maturities), 
the authorities have next to take account of debt transactions over 
which they have no control. These are: 

a. Changes in the currency note issue — for all practical purposes, 
this is entirely backed by government securities, so that the pro- 
ceeds of an expansion will accrue to the Exchequer in the form 
of additional purchases of Treasury Bills by the Issue Depart- 
ment of the Bank of England, while a contraction will require 
the redemption of such bills; 

b. movements in small savings — purchases or redemptions of the 
“small savings’ securities described above, or changes in deposits 
by members of the public in the Post Office Savings Bank or 
Trustee Savings Banks which may involve corresponding changes 


18) Such repayments currently amount to about £ 80 million a year. Radcliffe 
Memoranda 1, p. 125, Annex E. 

19) These advances from government departments are interest-free, whereas 
interest has to be paid on Ways and Means Advances from the Bank of England. 
As has already been stated, however, the latter are seldom used, and resort to 
them is regarded as “a failure of good Exchequer management”. (Radcliffe Evi- 
dence, Q. 989). 
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in the Treasury Bills or Ways and Means Advances held by 
those Banks; ?°) 

c. operations of the Exchange Equalisation Account, the agency 
responsible for the custody of the British gold and dollar reserves 
and for stabilising the market rate of the pound sterling. When 
sterling is being sold by the Account, the sales are financed by 
a running-down of the Treasury Bills held by it; when sterling 
is being supported by the sale of gold or dollars the proceeds 
are used to purchase Treasury Bills; 

d. other non-market debt transactions — i.e. purchases or sales of 
the various securities described under the heading “other internal 
debt” above which are generally not within the control of the 
authorities — e.g. companies may decide to take up a greater 
or smaller volume of Tax Reserve Certificates. 

It is only after allowance has been made for these “‘obligatory 
transactions” over which the authorities have little direct or im-~- 
mediate control that a net balance to be raised by market borrowing 
or used for debt retirement can be arrived at. It is only at this stage, 
therefore, that active management policy can be said to enter in the 
sense of operations concerned with planned changes in the overall 
volume of debt. In addition, debt management can obviously play 

a significant role by operating on the structure of the debt, as op- 
posed to affecting its total volume, and the limitations imposed by 
the factors considered in this section are less serious (although by 
no means non-existent) for this aspect of debt management. But 
before turning to consider the factors which influence British debt 
policy at the present time it may be helpful to give a brief description 
of the techniques available to the monetary authorities in the United 

Kingdom for the application of that policy. 


5. Debt management techniques 


The dominating fact in the context of British debt management 
is the existence of very substantial holdings of debt by official 
agencies which can be manoeuvred so as to serve the interests of 


20) The funds acquired by these Savings Banks are normally invested in quoted 
_ government securities and purchases or sales of these in the open market would 
not affect the Exchequer directly. A small volume of Ways and Means Advances 
_and tap Treasury Bills is held, however (about £25 million at end 1958), and 
being liquid assets they would presumably be first affected by a change in the 
Banks’ deposits. 
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official policy. For practical purposes attention may be concentrated 
on two of these agencies — the Issue Department of the Bank of 
England and the National Debt Commissioners. The total holdings 
of public debt by these two agencies alone have increased between 
1939 and 1957 from £752 million (or 10 per cent of the total out- 
standing) to £6046 million (21 per cent of the total).24) The 
holdings of the Issue Department, of course, represent the backing 
to the currency issue; those of the National Debt Commissioners _ 
are comprised of the investments of a large number of quasi-official 
funds, the most important of which are Post Office and Trustee 
Savings Banks and the National Insurance Funds. ??) 

These funds are used by the authorities to a. support new issues, 
b. assist the replacement or repayment of maturing issues and c. 
modify the maturity-pattern of debt held outside the public sector 
by ordinary buying and selling operations in the open market. The 
need for an underwriting agency to support new debt issues is 
obvious enough, since these are so large in modern conditions that 
it would be impossible for the market to absorb them unassisted in 
one day. ”*) Hence it is now accepted practice for the Issue Depart- 
ment to take into its portfolio such amount of a new issue as the 
public does not take up on the day of issue, and to feed this un- 
wanted portion out into the market in the following months as and 
when market conditions permit. (In effect the new issue is spread 
over a period of anything up to two years.) The National Debt 
Commissioners also employ the funds under their control to support 
new issues, but would normally do so as permanent rather than 
temporary holders. 


21) Radcliffe Memoranda 1, Appx. Ill, p. 111. 

22) The Commissioners for the Reduction of the National Debt, to give the _ 
office its full title, were brought into existence in 1786 for the purpose of disposing 
of funds set aside for the reduction of the public debt. Since this function did not 
prove unduly laborious in the course of history, various other tasks have been 
allotted to the Commissioners from time to time and that of administering certain 
public funds has now become predominant. There are now 24 such funds. The 
Commissioners nominally include such distinguished persons as the Lord Chief — 
Justice but they have not assembled since 1860; they are now in effect! a section — 
of the Treasury generally known (rather misleadingly) as the National Debt — 
Office. 

23) The alternative of having a new issue “on tap” for a period of, say, several 
weeks is hardly practicable since interest rates and credit conditions generally 
would be almost certain to change during that period, a situation fraught with 
potential embarrassments. 
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The Issue Department performs a parallel function in the case of 

maturities, anticipating the operation over anything up to two years 
by purchasing the maturing stock in the open market as the date of 
its maturity approaches. A very substantial proportion of the ma- 
turing issue is therefore in official hands by the time repayment is 
due; if the issue is being replaced by a conversion stock the success 
of the operation is largely guaranteed, while if a cash repayment is 
involved the authorities are able to avoid the disturbance of the 
money market which would result from a large cash disbursement 
into the commercial banking system. 
Apart from new issues and redemptions, adjustments of the security 
portfolios of these official agencies are regularly used in order to 
alter the pattern of debt outstanding in private hands. As will be 
made clear in the succeeding sections, official policy in recent years 
has consistently aimed at reducing the outstanding volume of short- 
term debt; by open-market sales of long-term securities from their 
portfolios whenever opportunity arose, these agencies have enabled 
the Exchequer to reduce its reliance on floating debt. 

At any moment, therefore, the Issue Department of the Bank 
of England and the National Debt Office will be conducting a 
complicated network of transactions — feeding out to the market 
whatever remains of the most recent new issues, purchasing maturing 
securities in anticipation of their repayment or conversion, and 
“switching” their permanent investment portfolios so as to influence 
the maturity pattern of private holdings of the debt in the direction 
required by current monetary policy. **) A crucial issue in all this, 
of course, is the price at which these various operations are con- 
ducted. The holdings of these official funds are so large, in both 
absolute and relative terms, that purchases and sales of securities 
on their behalf could clearly be used to produce deliberate effects 
upon the market prices of government securities. Those securities 
are in turn so large an element in the total stock of securities, public 
and private, that the price effects secured in this way could not fail 
to have an immediate and significant impact on the entire securities 
market. 

In evidence before the Radcliffe Committee, however, the autho- 


24) The actual transactions in the market are carried out on their behalf by the 
senior partner of a leading firm of brokers on the London Stock Exchange; this 
gentleman (currently Mr. W. H. J. de W. Mullens) is known as — and is known 
in the market to be operating as — the Government Broker. 
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rities concerned were adament in declaring that they did not believe 
that debt operations of this kind could, or should, be used to “make” 
a price in the market. They flatly stated that the government broker 
bought and sold strictly at whatever price was prevailing in the 
market and that no attempt is made to use official purchases and 
sales in the market for the specific purpose of raising or lowering 
the level of medium and long-term interest rates. The British autho- 
rities firmly believe that any attempt to sell securities, for example, 
by forcing prices down would merely create uncertainty and ex- 
pectations of further falls, rendering future sales even more difficult. 
Further, they believe that such a procedure would be “arbitrary 
juggling with the capital values of the Government’s own credi- 
tors” 7°), would seriously damage the Government's credit and would 
in general be unjustifiable as well as inadvisable. Apart from a policy 
of holding down the price of a new issue somewhat until it had all 
been disposed of (“‘it is the only way to get the stock out’’), the 
policy of the authorities has been “to maintain an orderly market, 
not to resist a definite trend, and not to intervene on any continuing 
or large scale with the object of shifting prices one way or the 
other’, 7°) 


6. The British debt management problem 


Having described at some length the institutional and legal frame- 
work within which debt policy must operate, it is possible to consider 
the nature of the problems with which the British authorities are 
currently faced, Essentially, those problems arise from the structure 
and distribution of the debt, rather than its size. As will have been 
seen from Table I, although the British public debt has grown 
immensely in absolute size during the past 20 years, its size in 
relation to prevailing levels of incomes and prices has fallen, rather 
than increased; it is now in fact smaller in relation to gross national 
product than at any time since the first World War. 

As may be seen from Table II, however, the structure of the 
marketable part of the debt has changed significantly in the last 
20 years. In 1935, more than 70 per cent of this section of the debt 
took the form of securities having 25 years or more to run to final 


25) Radcliffe Report, Chap. VII, para. 551, p. 204. 
26) Radcliffe Evidence, Qs. 12007 and 11919, 
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maturity; in 1959, only 28 per cent of the marketable debt took this 
form. Conversely, securities with less than 5 years to run before 
repayment amounted to only 11 per cent of the marketable debt in 
1935 but no less than 29 per cent in 1959. Essentially this reflects 
the determined efforts to hold down the cost of the enormous extra 
borrowing required during the 1939-45 war, the issue of short-dated 
debt being an important element in this policy. 7?) The consequences 
for contemporary debt policy are several. 

In the first place, the British commercial banks (which currently 
hold about a third of the total market bill issue) have been able 
until recently to hold a volume of liquid assets well in excess of their 
conventional minimum proportion of 30 per cent of total assets. **) 
As a result, they have been able to expand their loans to the private 
sector more or less freely in the knowledge that they would always 
be able to obtain extra cash by simply allowing some of their 
Treasury bills to mature. Over a period when the broad aim of 
policy was to reduce inflationary pressure, therefore, the authorities 
have found that their control over the banking system, insofar as 
orthodox techniques are concerned, is drastically weakened. Attempts 
to reduce the cash basis of the banking system would have been 
pointless so long as the banks were able to restore their cash reserves 
by handing in Treasury bills for repayment. The authorities could 
not refuse to repay maturing bills at par, while the imposition of 
a high re-discount rate by the Bank of England would be ineffective 
so long as the banks were able to secure cash by the redemption, 
rather than the re-discount, of bills. 

The second consequence of the shortening of the British debt 
structure is that the authorities are constantly faced with the task of 
replacing, or redeeming, maturing securities. In addition to the need 
to raise funds for the finance of a distinctly higher proportion of 
overall capital formation than was the case in pre-war days, there- 
fore,?°) the authorities have faced this recurring problem of re- 


27) An indication. of the degree of success achieved by this policy is given by 
the fact that although the British public debt rose by over 180 per cent between 
1939 and 1946, the total debt charge increased by only 114 per cent. This is one 
cause of the sharp fall in debt charges in relation to revenue over this period 
* (See Table I); the other, and more important, cause was the even more rapid 
rise in revenue (238 per cent) as a result of high war-time rates of taxation. 

28) See Radcliffe Memoranda 2, pp. 49-51. 

29) Even between 1946 and 1958 the proportion of gross domestic capital for- 
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newing the existing debt. So far from being free to concentrate on 
the funding of short-term debt, therefore, the authorities have been 
much occupied in trying to meet their day-to-day borrowing require- 
ments without shortening the average debt maturity even further. 


Table II 


MATURITY DISTRIBUTION OF THE MARKETABLE PUBLIC 
DEBT OF THE UNITED KINGDOM, 1935—1959 1) 


% distributon 
1935 | 1952 | 1959 


£ million 


1935/22 L952 1959 


Market Treasury Bills 371 | 2,5842)) 2,804 2) 


Quoted securities: 


Upto 5 years maturity 3,595 3,219 


5-15 ,, s 637 | 2,397 5,815 
15-25 ,, - 302 | 4,188 3,344 
Over25_ ,, as 1,035 | 2,183 2,005 
Undated 3,354 | 3,873 3,868 


Total 18,820 | 21,055 


1) Excludes debt payable in foreign currencies and securities tendered in lieu of 
death duties; includes government-guaranteed securities. Figures relate to March 
31st in each case. 

2) Annual Abstract of Statistics, 1960, Table 293. 


Sources: 1935 and 1952, Radcliffe Memoranda, 1, Appx. II, p. 110; 1959: British 
Government Securities in the Twentieth Century, 4th Supplement, Privately pu- 
blished London 1960. 


A third set of effects has been that on the interest-cost of the 
debt. While a shortening of the average maturity of a debt, other 
things being equal, will normally reduce the average interest rate 
payable on it, it will also make the authorities more vulnerable if 
and when a restrictive credit policy is adopted. On the one hand, any 
given rise in interest rates will naturally react on the debt charge 


mation (including stock appreciation) financed by Exchequer capital issues has 
risen from 26 to 38 per cent; a comparison with pre-war would be even more 
striking. 
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more quickly and to a greater degree the larger is the proportion of 
the debt which matures and has to be replaced while interest rates 
are high. *°) On the other hand, in order to secure any given change 
in the price-level of government securities interest rates will need 
to be driven much higher if the bulk of the debt consists of short-term 
securities than if most of it is in a long-term form. 

The authorities have therefore faced a combination of, first, a 
pressing need to be continually operating in the long-term market 
to finance their own capital requirements, to replace an unceasing 
flow of maturities and to lengthen the average maturity of the 
outstanding debt, secondly a debt situation which is inherently 
expensive so long as credit policy is operating in a restrictive direc- 
tion and, thirdly, a generally inflationary environment characterised 
by a pronounced tendency on the part of important groups of in- 
vestors to switch from bonds to equities in order to hedge against 
further price increases, creating a problem of finding a permanent 
lodgement of the debt. **) 

This mixture has given rise to an undeniably delicate and difficult 
set of debt management problems. They are well summarised in the 
rueful comment of the official statement on debt management laid 
before the Radcliffe Committee: 

... there is a perennial possibility of conflict in the aims of 
monetary policy. It is not possible for the Government to create 
conditions in which the sale of securities by private individuals 
is unattractive without these also being conditions in which it 
is difficult for it to make its own sale of securities. °?) 
The upshot has been a continuous stress on funding, both in the 
sense of the reduction of the market-held floating debt and in the 
sense of a lengthening of the average maturity of market-held quoted 
debt, the policy varying only in the fervour which market conditions 
have permitted the authorities to exercise in its pursuit and in the 
degree of success with which it has been pursued. Over the five 


80) For example, a more or less equal rise occurred in the Consol rate in 1937 
and in 1956 (12 per cent and 13 per cent respectively). The annual debt charge 
_ rose by less than 3 per cent in the former year but by 12% per cent in the latter. 
31) For an analysis of this latter element in the United States which could be 
_related'almost verbatim to the United Kingdom situation, see B. U. Ratchford, 
“Some aspects of debt management in the United States”, Public Finance, Vol. X, 
No. 2, 1955, p. 145. 
82) Radcliffe Memoranda 1, p. 95, para 39 (b). 
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years 1952/53 to 1956/57 a total Exchequer deficit of about £ 1560 
million was met from the issue of quoted securities to the extent of 
some £1320 million and from Treasury bills only to the extent of 
about £240 million. Over the same period the Issue Department 
of the Bank of England bought about £ 830 million securities of less 
than five years’ maturity and sold about £1180 million securities 
of over 10 years’ maturity. **) 


7. The issues of British debt policy 


What broad conclusions can be drawn from all this? The first is 
surely that debt management has emerged as one of the essential 
elements — perhaps the essential element — of contemporary British 
monetary policy and the general framework of economic control of 
which monetary policy is a part. Indeed, nothing is so striking to the 
outside observer than the remarkable contrast between, on the one 
hand, the apparently complete absence of interest in the subject of 
the public debt in the United Kingdom during the 20 years or so 
prior to 1951 and, on the other hand, the position of overwhelming 
importance to which it has been raised in recent discussion. The 
Radcliffe Committee, indeed, goes so far as to say that in its view 
“debt management has become the fundamental domestic task of the 
Central Bank.” *+) 

One cause of this transformation of attitude has undoubtedly been 
the changing structure of the debt which, as was indicated earlier, 
has been such as to make the successful application of debt manage- 
ment techniques simultaneously more important and more difficult. 
Another operative factor is that in the past 15 years the British 
economy has been grappling for the first time in its history with 
the problem of achieving a permanent reconciliation between internal 
full employment and external payments equilibrium. The pursuit of 
this reconciliation has thrown into especial and increasing relief the 
vital importance of the marginal, month-to-month adjustments which 
monetary techniques are best suited to handle, rather than the secular 
trends which are the proper target of necessarily slower-moving 
fiscal measures. Finally, this increased emphasis on monetary policy 
has in turn heightened the significance of the changed distribution 
of the British public debt; from being predominantly in the hands 


33) I[bid., p. 109, paras. 29-30. 


34) Radcliffe Report, Chap. XII, p. 337, para. 982; see also Chap. VII, p. 189, 
para. 530 and p. 224, para. 603. 
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of private, income-seeking investors, the ownership of the debt has 
become increasingly concentrated in commercial banks and other 
financial institutions to which the ready marketability of the debt is 
at least equal in importance to the income it yields. 

The second major conclusion from recent British experience seems 
to have been that the traditional dilemma of debt management policy 
— the need to raise interest rates for the purpose of economic control, 
on the one hand, and the need to minimise the burden of debt 
service, on the other — can be squarely faced and firmly settled. 
A restrictive credit policy together with persistent efforts to fund 
the debt have succeeded in almost doubling the annual service charge 
over the past 10 years, raising it from about 13 to about 17 per cent 
of total government revenue. 

There can be doubt whatever that this increased burden of debt 
charges has been present in the minds of those responsible for British 
debt policy. A Treasury witness was at some pains to impress this 
on the Radcliffe Committee: 

at no time has the Government or the Treasury forgotten the 
cost of the debt... it would be misleading this Committee to 
say that in pursuit of monetary policy the Treasury has at any 
time ignored or decided that it could ignore the effect on the 
Exchequer of paying a higher rate of interest ., . that is always 
in our minds and is bound to be in our minds... *°) 
) Whenever a rise in Bank rate is considered, the impact on the 
) debt charge is argued about. **) Nevertheléss, the authorities have 
apparently never hesitated in accepting higher debt charges as “a 
price which must be paid and defended as being a good price to 
pay.” °7) In evidence before the Radcliffe Committee the various 
official witnesses were unanimous in the view that the economic 
§ situation of some years past had been such as to call for credit 
) restriction and that therefore the government “‘for its part has got 
) to pay the cost of a dear money policy.” **) 
) There would probably be general agreement that this is a proper 
order of perspective so far as the internal effects of dear money 
are concerned. The issues at stake in the application of domestic 


85) Radcliffe Evidence, Q. 1028. 
86) Ibid., Q. 2423. 
87) Ibid., Q. 1028. 
388) Ibid., Q. 1020. 
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monetary policy are such as to make the transfer effects of debt 
service a relatively minor consideration. It is not clear, however, that 
an increase in the debt charge can be so firmly relegated to the 
background when the external aspects of the British public debt 
are being considered. Although no official estimate of the overseas 
ownership of the debt appears to exist *°) it seems probable that at 
least 20 per cent of the total is so held, with the result that a rise of 
1 per cent in Bank rate is estimated to add about £15 million to the 
annual interest charges payable abroad by the United Kingdom. *°) 
This must seriously qualify the usefulness — or, indeed, the re- 
levance — of a dear money policy as a means of restoring a balance- 
of-payments equilibrium. 

A third basic feature of British debt policy which calls for com- 
ment is the insistence of the authorities that action to influence 
interest rates should be confined to the short end of the market — 
i.e. to changes in Bank rate — and that it would be neither justifiable 
nor practicable to attempt to operate directly on long-term rates. 
There can be no doubt whatever that the power of the Bank of 
England in the market for government securities is such that it could 
bring an immediate and significant impact upon the price-level of 
medium and long-term securities at any time. Equally there can 
be no doubt that the authorities have consciously refrained from 
adjusting the prices at which they stand ready to buy or sell so as 
to have such an effect. The view of the authorities is that if they 
deliberately reduced the selling-price of their own securities serious: 
damage would be done to the government’s own credit-standing; “it 
would have a very bad effect on the market as a whole. The Govern- 
ment would be thought to breaking faith...” +1) The investor, they 
believe, ‘“‘would feel, rightly, that he had been swindled.” **) Hence | 
the authorities have rigidly confined themselves to buying and selling 
only at prevailing market prices. Any desired movements in long- | 
term rates have been secured only as the indirect outcome of changes _ 
in Bank rate, not directly. **) 


39) Ibid., Q. 2825. 

40) Radcliffe Report, Chap. VI, p. 152, para. 438, 

41) Radcliffe Evidence, Q. 12009. 

42) I[bid., Q. 12013. 

43) At first sight a reversal of this policy seemed to have taken place om 
February 24th 1960, when the government broker announced a sudden and fairly 
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This attitude is clearly open to criticism. Even in terms of 
elementary ethics, direct operations on gilt-edged prices cannot be 
reasonably condemned when they in no way affect the undertakings 
embodied in the securities concerned — namely to pay specified 
amounts of interest on specified dates and to repay rriacipal at ma- 
turity. The authorities cannot regulate their behaviour soas to placate 
any investor who happens to believe that he has a prescriptive right 
to interest payments and complete liquidity simultaneously. Ona more 
mundane plane is the consideration that the effects of the policv 
adopted by the authorities are not different from those which would 
follow from direct operations at the long-term end of the market — 
and may indeed be more damaging from the point of view of the 
investor. A 10-point fall in Consols resulting from successive increases 
in Bank rate is no less, and no more, a breach of faith than a 10-point 
fall produced by a deliberate marking-down of support prices. From 
a policy point of view the former has the serious disadvantage that 
a price decline emerging from a market which sags over a period of 
time may well occur too late to be effective when most needed and 
(because a protracted price decline creates expectations of continued 
decline) may proceed too far. In the words of a member of the 
Radcliffe Committee, such a policy may well be “the most expensive 
possible for management of the national debt, and the worst policy 
from the point of view of influencing the course of the boom and 
subsequent recession..."’ **) 

The argument that the Government's own credit-standing is in- 
volved in the price-level of its securities is also one which carries 
little conviction. As the Radcliffe Committee itself points out, it is in 
effect a relic of the days when the bonds of every Government in 
the world were quoted in London and when market prices did in 


substantial reduction in the price at which he was prepared to purchase. This 
occurred at a time when commercial banks were selling government securities 
heavily so as to finance increased advances. The authorities subsequently made 
clear, however, that the purpose of their action was merely to ensure that the 
banks’ sales had their due effect on market prices; in other words, the authorities 
were not willing to stand against the market trend. (See The Economist, 27th Fe- 
' bruary 1960, pp. 825-6, and 5th March 1960, p. 917). Hence one commentator 
concluded that the incident ‘suggests that the authorities still shrink as self- 
consciously as ever from giving the market a firm lead.” (The Banker, Vol. XC, 
No. 410, April 1960, p. 206). 
44) Professor R. S. Sayers, Radcliffe Evidence, Q. 2971. 
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some sense reflect the relative credit-standing of different govern- 
ments. *°) The argument is quite inapplicable in a world where bond 
prices are determined by a great many factors other than credit- 
worthiness. Indeed, the doctrine is not without considerable dangers; 
if the price-level of government bonds becomes a matter of political 
prestige, the monetary authorities may find themselves driven to 
provide a degree of support for'long-term securities which renders 
them as liquid as floating debt. ¢*) 

It is not entirely clear, however, what precisely the authorities are 
seeking to achieve with their debt management policy. If the aim is 
only to sell long-term securities in order to reduce the volume of 
Treasury bills outstanding, there may be some justification in their 
attitude, since the responsible officials were quite certain that price 
reductions would diminish, rather than increase, the demand for 
long-term stocks. 47) From the broader standpoint of general eco- 
nomic control, however, this is surely an inadequate interpretation 
of the role of funding. In its widest sense, debt management should 
aim at working on the degree of liquidity embodied in the privately- 
held debt; the expression “funding’’ would imply not merely the 
replacement of short-term by long-term debt but also that any given 
structure of debt would be less liquid (i.e. less easily marketable) 
than previously, while the monetisation of the debt would imply the 
opposite. Only through this wider interpretation of the functions of 
debt policy can debt management make its full potential contribution 
to economic control in general and monetary policy in particular. 

Judged by this wider standard, the current policy of the British 
authorities is clearly inadequate. Bold and positive adjustments in 
official buying and selling prices — which the authorities have 
resolutely shunned — may or may not jeopardise funding on the 


narrow interpretation placed upon that term by the authorities at 


the moment, but such adjustments would obviously secure directly 


and rapidly the important aims of debt management in its widest and © 


45) Radcliffe Report, Chap. VII, p. 209, para. 564. 

46) See R. A. Musgrave, The theory of public finance, McGraw-Hill, New 
York, 1959, chap. 24, pp. 606-8. 

47) See Radcliffe Memoranda 1, p. 108, para. 20: Radcliffe Evidence, Qs. 11965- 
7. At the same time it seems at least arguable that a gradual price decline over 
a period would do more fo reduce the volume of sales than a single, once-for-all 
price movement of the same magnitude. 
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most meaningful sense. If a significant reduction occurs in the market 
price of long-term securities the debt has in effect been funded to 
that extent, without any change at all in either the volume or the 
structure of the privately-held debt. The Radcliffe Committee itself 
gave rather cautious support to this point of view, expressing the 
hope that the tentative beginnings to a more positive attitude to the 
market which they believed to be visible in 1958 and 1959 would 
develop and that the authorities would “continue to take a positive 
line in the future.” +*) Its support is, however, extremely limited. 
The Comittee still gives the impression of believing that the difficulty 
of selling securities on a falling market militates against funding, 
which it clearly does not; **°) reduced marketability of gilt-edged is 
evidence that funding, in its widest sense, has been achieved, 
whatever may be the position with regard to funding in the narrow 
“official’’ sense. Nor does the Committee express any opinion on the 
doctrine — which has clearly carried much weight with the authori- 
ties — that direct official operation on market prices in some sense 
offends against equity. °°) 

The fourth, and perhaps most fundamental, consideration raised 
by recent British debt policy is that of the consistency of a public 
debt form which has been inherited from many generations in the 
past, and which has evolved in response to a multiplicity of random 
influences, with the functions performed by the debt in the British 
economy of the mid-twentieth century. The point is perhaps best 
expressed negatively — despite the clear realisation of the over- 
whelming importance of debt management, despite the Stoic in- 
difference to the burden of‘extra debt charges, and despite the 
continuous and determined efforts to fund the debt from 1952 


48) Radcliffe Report, Chap. VII, p. 213, para. 576. 

49) The Committee merely indicates its view that the authorities over-rate the: 
extent to which a reduction of selling prices would reduce sales — ibid., paras. 563 
and 565. 

50) It will be realised that largely the same debate as that summarised in the 
preceding five paragraphs has been proceeding during recent years in the United 
States with the Federal Reserve System adopting a similar line to the British 
monetary authorities. For a recent statement of the Federal Reserve case see 
“Open-market operations in long-term securities’, Federal Reserve Bulletin, No- 
vember 1958, pp. 1260-1274, and for a trenchant criticism see P. A. Samuelson 
“Recent American monetary controversy”, Three Banks Review, No. 29, March 
1956, pp. 12-21. 
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onwards, the authorities have succeeded in making pitifully little 
progress towards a reduction of their problem to manageable pro- 
portions. Even on the narrow official conception of funding — the 
reduction of the supply of Treasury bills in tlhe market — the record 
is not impressive; as may be seen from Table II, between 1952 and 
1959 the volume of market bills has in fact risen from £2,584 million 
to £2,804 million. °') On the broader conception of the maturity — 
distribution of the market debt the lack of progress is still remarkable: 
between 1952 and 1959 the proportion of the debt repayable in more 
than 15 years had fallen from 54 per cent to 44 per cent. *”) 

This must inevitably raise the question of whether there is any 
reasonable prospect of the authorities attaining the ends they declare 
to be necessary so long as they possess only the means currently 
available to them. The point was put with such emphasis by a 
member of the Radcliffe Committee, and is of such fundamental 
significance, that quotation at some length may be excused: 


There must be the perpetual danger... that people live from 
hand to mouth trying to push the debt forward, but perhaps 
not doing much more than keep up with the calendar, which 
brings the debt one year nearer every twelve months. Has there 
been time or desire at any time since the war to try to formulate 
a policy which would rise clear of these pre-occupations and try 
to devise a means, which might have to be heroic in character, 
of dealing with over-liquidity and the short-term debt?... 
I have had the impression that they have been so pre-occupied, 
even bedevilled, with preventing things going wrong from month 
to month and year to year that this larger scale of operation, 
which perhaps alone in the end is going to be able to deal with 
the situation, has had to be left out of the thinking and therefore 
out of the possibility of realisation. 5*) 


And to this proposition the official witness was forced to agree that 
“You are quite right in saying that a major pre-occupation has 


51) By March 31st, 1960, the total had risen further to £3,267 million — 
Annual Abstract of Statistics, 1960, Table 293. 

52) Official holdings of these long-dated stocks also appear to have increased 
from 19 % of the total outstanding to 23 % between 1952 and 1959 — Annual 
Abstract of Statistics, 1960, Table 295. 

53) Sir Oliver Franks, Radcliffe Evidence, Q. 2990. 
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consistently been dealing with the debt as we found it, and as it 
changes from year to year.” 

It would clearly be impossible at this stage of what has already 
become an inexcusably lengthy paper to attempt to discuss what 
kind of reformation would be necessary to allow the authorities to 
re-establish their grip on the public debt and thereby to secure the 
full contribution which debt management policy is capable of making 
to monetary control. It is sufficient at this point to record the view 
that the fundamental issue facing the British authorities is precisely 
“this larger scale of operation, which perhaps alone in the end is 
going to be able to deal with the situation’’ — its inevitability, its 
design and its transformation into reality. 


L°EVOLUTION DE LA DETTE PUBLIQUE EN FRANCE 
DEPUIS 1945 ET SES ENSEIGNEMENTS EN 
MATIERE DE ,.DEBT MANAGEMENT” 


Rapport francais par HUBERT BROCHIER 


Professeur a la Faculté de Droit et des Sciences 
Economiques de Grenoble 


Les problémes relatifs 4 la gestion de la dette publique n'ont pas 
soulevé en France, du moins dans une période récente, la méme 
attention que l’on voit leur porter dans les pays anglo-saxons. On 
chercherait en vain l’équivalent en France du monumental rapport 
publié aux Etats-Unis en 1952 sous le titre ,,Monetary Policy and 
the Management of Public Debt’’+) et des nombreux comités qui, 
a des titres divers, se sont penchés sur le probléme. On n’y trouverait 
non plus aucun document comparable a I’étude qui est faite de la 
dette britannique et de sa gestion au chapitre VII du rapport 
Radcliffe ?) mis 4 part quelques articles, fort précieux, mais purement 
descriptifs, de ,,Statistiques et Etudes Financiéres’, le sujet n’est 
traité dans les ,,Inventaires financiers’’ ou les ,,Rapports sur la 
situation financiére”’ que par allusion... ou par prétérition. Les études 
doctrinales sont elles-mémes fort peu nombreuses. *) 

Il y a 4 cette absence d’intérét, des raisons évidentes. Alors 
qu’aprés la deuxiéme guerre mondiale, la dette publique de la Grande- 
Bretagne et des U.S.A apparaissait comme une lourde charge, posant 
des problémes aigus, lourde de menaces pour Il’équilibre financier et — 
la vie économique du pays, la dette publique francaise se trouvait 
réduite par les circonstances 4 ur montant trés inférieur 4 celui — 
qu'elle avait connu antérieurement — au moins si l'on retient — et © 


1) Monetary Policy and the Management of Public Debt, 2 vol. U.S. Printing 
office. Washington 1952. 
2) Committee on the working of the monetary system — Report, London | 
H.M.S.O. Cmnd 827, 1959. 
8) Cf. pourtant: H. LAWFENBURGER, Finances comparées, 3éme édit., 1957, 
pp. 373449. 
A. BARRERE. Politique Financiére. Dalloz 1958, pp. 252—282. 
BROCHIER et TABATONI. Economie Financiére, 1959, 2éme partie, pp. 114— 
223; 4éme partie, pp. 618—667. 
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c'est la seule mesure qui puisse prendre un sens — l'importance de 
la dette par rapport au revenu national. 

Alors qu’en 1920 la dette atteignait 270 % du revenu, en 1950 
elle n’en représentait plus que 44 %. A cette derniére date, la dette 
britannique dépassait encore 2 fois la valeur du revenu annuel et 
celle des Etats-Unis l’égalait presque. 


EVOLUTION DE LA DETTE PUBLIQUE FRANCAISE 1938—1959 
(en milliards d’anciens francs) au 31 décembre de chaque année 


1938 1951 1954 1958 1959 


A. Dette intérieure 


a. Dette non exigible 


1. Perpétuelle 54,6 74,5 55,4 

2. Amortissable 4 long, moy- 

en et court terme a échéances 

massives 2 532,4 | 25288 

3, Bons du Trésor 2 146,9 | 2512,6 

4. Engagements envers !'In- 

stitut d'Emission 1 084,8 914,1 

b. Dette exigible 750,9 983,0 

Total de la Dette intérieure 6 589,5 | 6993,9 

B. Dette extérieure 1 383,0 | 1410,0 

Total de la Dette de 1'Etat 7 972,5 | 8 403,9 
171,2 122,1 


Dette d'organismes autonomes 


Ce décalage s’explique, non seulement par la différence entre 
l'effort de guerre de la France et celui des Anglo-Américains, mais 
surtout par la hausse des prix qui pendant la période de guerre et 
d'immédiate aprés guerre a pratiquement annulé une forte partie 
de la dette de 1’Etat. 

En outre, lorsque les Gouvernements francais, aprés la libération 
‘du territoire, cherchérent A emprunter pour faire face aux innom~- 
brables taches de la reconstruction et du relévement national, ils en 
furent empéchés par la dépréciation monétaire elle-méme et par les 
comportements nouveaux qu'elle avait fait naitre. Ainsi, pendant 
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que le probléme pour les autres était de ne pas se laisser écraser 
sous le poids des dettes, de chercher a les gérer au moindre coit et 
de s’en débarrasser au plus vite, pour l'Etat frangais il était plutét 
de trouver la maniére de s'endetter 4 nouveau, c’est-a-dire de décou- 
vrir des individus ou des institutions disposés 4 lui faire crédit! 

Aujourd’hui, les souscripteurs ont été trouvés et la dette publique 
a repris son expansion: sa charge annuelle représente une part non 
négligeable des dépenses publiques: 475 milliards dans le budget de 
1959 soit 11 % des dépenses civiles. Les problémes que pose sa 
gestion, effacés jusqu’a une date récente par la recherche angoissée 
des préteurs ne pourront pas indéfiniment étre éludés. 

Le but de ce rapport est donc de préciser les problémes que pose 
en France le ,, Debt Management” a l’issue des quinze années d’évo- 
lution monétaire et économique qui viennent de s’écouler. La struc- 
ture de la dette publique francaise ayant été fortement marquée 
par l’inflation, les institutions monétaires frangaises différant trés 
sensiblement de celles des Etats-Unis d’Amérique ou de la Grande- 
Bretagne, par exemple, on ne s’étonnera pas que l’accent soit mis 
sur des problémes différents de ceux que connaissent des pays ot 
les prix sont restés relativement stables et les taux d'intérét notable- 
ment plus bas, ou les rapports entre le Trésor et l'Institut d’émission 
sont gouvernés par d'autres régles ou d'autres coutumes, 

Cependant, les problémes spécifiques — si tant est qu’ils le soient 
— que pose la dette publique frangaise, n'apparaitront clairement 
que si l’on en mesure au préalable la structure et la nature: types 
et modalités des titres, répartition entre les détenteurs. Ce sera 
l'objet de la premiére partie. C’est seulement ensuite que nous 
pourrons tenter de montrer en quoi les problémes frangais de la dette 
publique sont directement issus des conditions économiques et moné- 
taires des derniéres années — en quoi, par ailleurs, ils peuvent 
illustrer les questions fondamentales issues de l’endettement public _ 
dans un Etat moderne. 


Prémiére partie 


LA STRUCTURE DE LA DETTE ET LA 
REPARTITION DES TITRES 


A. La structure de la dette: 
La structure de la dette publique francaise témoigne de 1'évolution 
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considérable enregistrée pendant cette période par le crédit public 
et la situation monétaire. 

a. Elle se caractérise tout d’abord par un amenuisement — qui 
confine a la disparition — de la dette perpétuelle. Alors que celle-ci 
représentait en 1938 13 % et 11% encore en 1951 de la dette 
intérieure, elle n’est plus, fin 1955, que de 55 Milliards sur 6978, soit 
moins de 0,8 %. 

Le fait trouve sa contrepartie, et partiellement son explication, dans 
la croissance trés nette de la dette amortissable 4 long et 4 moyen 
terme; la plupart des emprunts qui ont alimenté cette croissance com- 
portaient la possibilité de souscrire avec des titres de rente perpétuelle 
plus anciens. Les détenteurs d’ancien titres étaient alléchés, soit 
par la perspective de taux plus élevés, soit surtout par les avanta- 
ges nouveaux consentis aux souscripteurs des nouveaux emprunts 
(indexation, avantages fiscaux, prime accordée du fait de la reprise 
au pair de titres cétés en bourse a des cours beaucoup plus bas). 
C'est pourquoi des conversions assez massives furent enregistrées. 
I] ne reste plus aujourd'hui de rentes perpétuelles que 13 Milliards 
de 3 % et 42 Milliards de 5 % en grande partie détenues, semble-t-il, 
par la Caisse des Dépéts et Consignations. 

La dette 4 long et moyen terme est donc essentiellement constituée 
par les ,,grands emprunts”’ réalisés aprés la guerre et quelques autres 
émissions moins importantes (certificats d’investissements de 1954 
par exemple) présentant des caractéristiques trés comparables. Elle 
représente aujourd’hui prés de 40 % de la dette intérieure contre 
60 % en 1938. 

Sans qu'il soit possible d’énumérer ici les caractéristiques de tous 
les ,,fonds d’Etat” qui figurent au grand livre de la dette publique, 
nous rappellerons les principales modalités des émissions les plus 
marquantes de ces derniéres années. 

La période 1944-1952, aprés avoir enregistré le demi-succés de 
l'emprunt de la libération présenté sous la forme traditionnelle d'une 
rente 3 % perpétuelle, devait connaitre une dégradation trés marquée 
du crédit public. Pratiquement l’insécurité monétaire et les com- 
portements qu'elle engendrait rendit difficile le développement de 
l'épargne individuelle et impossible toute émission de grande ampleur. 
. On peut noter cependant l’émission d’une rente perpétuelle 5 % 
en 1949, émission amortie, outre son taux élevé, d'une clause de 
,lemprunt le plus favorisé’’ par laquelle il était prévu que les 
avantages ultérieurement accordés aux souscripteurs d'autres em- 
prunts le seraient aux détenteurs de 5 % 1949. 
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C'est donc tout d’abord sur l'élévation des taux d'intérét que le 
gouvernement compte pour compenser la crainte de la dépréciation 
monétaire. Les faibles résultats de cette politique disent assez com- 
bien insuffisante était cette compensation aux yeux des épargnants. 

C'est l'emprunt 344 % 1952 lancé par M. Pinay qui marque le 
début d’une nouvelle période, plus favorable au crédit public en méme 
temps qu'il inaugure de facon retentissante la formule des emprunts 
indexés. 

On sait qu'il comportait une garantie du capital indexé (a la 
hausse seulement) sur le cours de la piéce d’or de vingt francs au 
marché libre. En outre pour surmonter ,,la réticence des épargnants” 
le ministre des finances avait fait précéder l’émission d'une amnistie 
fiscale ou plus exactement, d'une prescription anticipée des infractions 
a la législation fiscale. Enfin, pour rapprocher le plus possible les 
caractéristiques des titres de celles que l’opinion commune de |'éparg- 
nant frangais préte a l’or, toute une série d’avantages fiscaux exorbi- 
tants sont consentis: non seulement les intéréts pergus échapperont, 
comme il est d’usage, 4 la taxe sur le revenu das valeurs mobiliéres, 
mais ils seront, en outre, exemptés de la surtaxe progressive. Et, 
surtout — innovation qui constitue une véritable invitation 4 la 
fraude fiscale — le capital détenu sous forme de rentes 344 % 1952 
échappera aux droits de succession et 4 la taxation des plus-values 
de cession ou de remboursement. 

Une telle multiplication d’avantages exorbitants devait avoir les 
résultats attendus. Un montant total de 429 Milliards de sous- 
criptions est atteint, mais 194 seulement sont en ,,argent frais’. Il 
est particuliérement significatif de constater que 229 Milliards de 
5 % sont échangés contre du 31% %, alors que le 5 % était cdté 
au-dessous du pair et avait un rendement dépassant 6,40; cela 
prouve, semble-t-il, que les particuliers qui ont procédé 4 cet échange 
cherchent avant tout la sécurité du capital et se préoccupent assez 
peu du rendement de leurs titres. 

Désormais toutes les émissions s’engageront dans les voies ouver- 
tes par le 344% 1952. Certaines se contenteront d’exonérations 
fiscales, d'autres joueront sur un taux nominal élevé, un grand 
nombre utilisera la méthode de l'indexation: beaucoup offriront aux 
souscripteurs les trois séries d’avantages a la fois. 

C’est ainsi que le montant des souscriptions aux ,,certificats d'in- 
vestissement” en 1954 était déductible de l’assiette des impéts sur 
le revenu, les ,,bons d’équipement industriel et agricole” en 1956, 


ENSEIGNEMENTS EN MATIERE DE ,,DEBT MANAGEMENT” 55 


ont leurs intéréts indexés sur les variations de l'indice de la pro- 
duction industrielle. L'emprunt national 5 % de 1956 (Ramadier) 
combine le taux élevé, l’indexation du capital et les faveurs fiscales 
(exonération de la surtaxe progressive pendant 5 ans pour les inté- 
réts, sans limitation pour la prime de remboursement). 

Enfin, le 344 % 1958 émis par M. Pinay aprés le retour au pouvoir 
du Général de Gaulle, reprend presque intégralement la formule de 
1952 (capital garanti sur le cours du Napoléon d'or, exemption de la 
surtaxe progressive, des droits de succession et de mutation 4 titre 
gratuit). 

Telles sont, briévement résumées, les méthodes qui ont permis a 
l’Etat de retrouver des préteurs et aux Ministres des Finances de 
clore des émissions avant la date prévue. On se demandera un peu 
plus loin si ces ,,victoires” n'ont pas été trop chérement payées. 

b. Sila dette 4 long et 4 moyen terme, grace au secours de for- 
mules neuves, a pu au cours des années qui nous occupent s’accroitre 
en valeur absolue, et ne connaitre en valeur relative qu'un déclin 
limité, par contre, la dette flottante (bons du Trésor et traites de 
dépenses publiques) a vu son importance augmenter sans disconti- 
nuer. Alors qu’en 1938 cette catégorie d’endettement ne formait 
tout au plus que 12% de la dette intérieure, elle en représente 
aujourd’hui prés de 50 %. 

L’expansion des bons du Trésor depuis 1945 n’a connu qu'une 
bréve période de récession (entre 1945 et 1947). Cette récession 
peut étre attribuée en partie 4 l’ordonnance du 30 mai 1945 qui, 
organisant le contréle nominatif des bons 4 court terme, les privait 
de l’anonymat qui faisait une partie de leur attrait. Cependant la 
tension monétaire provoquée par la reprise économique et l’'ampleur 
des besoins de crédits privés peuvent étre également tenus pour 
responsables de l'interruption des souscriptions. 

Depuis 1948, la circulation des bons 4 court terme s'est constamment 
accrue. Elle atteignait en fin novembre 1959 3.350 Milliards (le 
montant total de la dette intérieure étant de 6.980). 

On sait que diverses catégories de bons peuvent étre distinquées 
suivant les souscripteurs auxquels ils s'adressent et suivant leur 
échéance. Nous étudierons dans un instant leur répartition en bons 
" sur formules, destinés au public, et bons en compte courant, réservés 
au systéme bancaire. 

En ce qui concerne la nature du titre, il faut noter l'existence 


> 


cété des bons 4 échéance fixe (1 an ou 2 ans), de bons a intérét 
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progressif qui ont connu diverses modalités depuis les bons de la 
libération. Sous leur forme actuelle, ces bons sont remboursables 
aprés trois mois écoulés, ils peuvent étre portés pendant une période 
maxima de trois ans, l’échelle des taux s’étalant entre 2 et 4,33 %. 
A échéance égale les bons a intérét progressif fournissent un intérét 
légérement plus faible que les bons a échéance fixe, ce léger désa- 
vantage étant la contrepartie de leur plus grande liquidité. 

Le 30 novembre 1959 les divers types de bons en circulation 
étaient les suivants: 


Bons du Trésor en circulation au 30 novembre 1959 


Bons sur formules: 


A. a échéance fixe - 1 an 94 
2. ans" 250 
B. a intérét progressif 1 083 


Bons en compte courant: 
Catégorie A 75-105 jours 6 
Catégorie B 355-365 jours 18 
Catégorie C 715-725 jours 1 891 


3 342 


On constate la trés grande importance prise par les bons 4 intérét 
progressif, et pour les bons en compte-courant, on note sans étonne- 
ment que les banques préférent détenir des effets 4 plus long terme, 
de larges facilités.de mobilisation leur étant ouvertes par ailleurs. 

Enfin, nous ne disons qu'un mot des traites de dépenses publi- 
ques qui ont apporté une contribution notable a la Trésorerie vers 
1950—1954 et qui, par suite de l'‘abondance monétaire, ont pu étre 
supprimées en 1957. 

c. La troisiéme rubrique-distincte de la dette publique intérieure 
est celle des avances de I'Institut d’émission. Cette rubrique, un 
instant gonflée par le mécanisme des finances de guerre, devait re- 
prendre dans les années récentes une importance moyenne: 14 % 
environ de la dette intérieure. Ce niveau marque cependant un 
doublement, ou presque, en valeur relative par rapport 4 1938. Il 
ne semble pas que l'on puisse dans un proche avenir le voir baisser 
trés sensiblement. 

On a donc assisté, dans l'ensemble, 4 un considérable raccour- 
cissement de la dette, 4 sa monétisation de plus en plus poussée. 
Cependant, il est impossible de préciser la signification de cette nou- 
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velle situation si l’on ne posséde pas au moins une idée de la maniére 
dont les titres sont répartis entre les divers détenteurs. C’est en effet 
de leurs comportements respectifs, de leurs besoins, que dépendront 
finalement la stabilité du crédit public ainsi que les incidences sur 
l'équilibre monétaire. 


B. La répartition de la dette entre ses détenteurs 

I] n’existe pas en France sur ce point de statistique d’ensemble. 
Cependant divers sondages et renseignements sont disponibles; ils 
portent soit sur les résultats des derniéres grandes émissions dans 
le public, soit sur les portefeuilles de bons du Trésor détenus par 
divers épargnants, entreprises et institutions. Leur recoupement nous 
permettra, faute d’une vue d’ensemble, de situer les masses d’effets. 
publics les plus importantes et d’en tirer quelques conclusions. 

a. Une premiére série d'études a été faite 4 propos des émissions 
du 34% % 1952, du 5 % 1956 et du 3% % 1958. Leurs résultats 
semblent assez représentatifs en ce qui comcerne la dette 4 long 
et moyen terme, car ces trois fonds représentent aujourd'hui l’es- 
sentiel de la dette publique de cette catégorie et, de plus, la con- 
cordance des trois études est manifeste. 

On y reléve d’abord que l'apport de la ,,Grande’’ épargne est 
décisif et fournit une fraction trés élevée de l’emprunt. Ainsi dans 
la Seine, les souscriptions supérieures 4 1 million ont apporté 73 % 
du capital souscrit en 1956 et 71 % en 1958. 

La concentration des souscriptions dans les hautes tranches est 
donc trés élevée. Au contraire, le grand nombre des petites sou- 
scriptions ne suffit pas 4 compenser leur faible montant unitaire. 
Dans la Seine, en 1956 85 % des souscripteurs ont apporté des 
sommes inférieures 4 500 000 Frs, mais l'ensemble de leurs apports 
ne représente que 17 % de l’emprunt. 

Il semble également découler des renseignements recueillis, que 
les souscriptions décisives (de 500 000 4 plus de 50 Millions) sont 
le fait de deux catégories de preneurs: des particuliers titulaires de 
fortunes et de revenus importants dont les souscriptions sont com-~- 
prises entre 500000 Fr et 5 Millions — des sociétés (financiéres 
. ou industrielles) dont les souscriptions semblent concentrées dans 
les tranches supérieures 4 5 millions. 

La concentration en province des souscriptions moyennes, alors 
que dans la Seine les versements trés importants sont beaucoup plus 
nombreux, correspond bien au groupement 4 Paris des siéges sociaux 
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des sociétés et vient confirmer cette hypothése, de méme que la 
différence dans la répartition des sommes souscrites suivant les 
modalités propres de chaque emprunt. 

Signalons enfin que la Caisse des Dépéts et Consignations posséde 
un portefeuille important d’effets publics 4 long et 4 moyen terme. 
D'aprés le rapport frangais au congrés international pour l'étude 
des problémes de l'épargne, la Caisse détiendrait plus de 40 % de 
la dette publique proprement dite. *) 

b. En ce qui concerne les bons du Trésor, des renseignements 
plus précis sont disponibles, étant donné que chaque type de bon 
est réservé a une certaine catégorie de souscripteurs, et, d’autre part, 
en raison des statistiques plus précises portant sur les emplois de 
fonds du secteur bancaire et des institutions financiéres. 

Les bons du Trésor ,,sur formules” sont, on le sait, réservés aux 
personnes physiques et aux sociétés non financiéres. I] semble bien 
qu’a l'heure actuelle, deux catégories de clients se les partagent: 
d'une part les ,,petits épargnants’’ traditionellement attachés au titre 
A court terme a échéance fixe (1 an et 2 ans) et d'autre part des | 
entreprises ou sociétés qui, pour employer temporairement leurs | 
fonds de roulement, souscrivent de préférence aux bons & intérét | 
progressif. Cependant, il semble aussi qu'une plus large diffusion | 
dans le public des bons a intérét progressif soit faite graduellement | 
et qu'ils atteignent aussi aujourd'hui la petite épargne, comme I'at- | 
teste le fait qu'une partie importante des coupures est conservée 
jusqu’a l’échéance terminale de trois ans (45 % environ). Il n'est 
malheureusement pas possible de fournir d’évaluation chiffrée des 
titres détenus par les deux catégories. 

Au contraire, il est facile de saisir le volume des bons détenus par 
le secteur bancaire puisque les bons en comptes courants lui sont 


4) Au 31 décembre 1959 les concours au Trésor de la Caisse des Dépéts et 
Consignations se décomposait comme suit: 


Avances 4 long terme 603 milliards 
Dépéts au Trésor 241 mE 
Portefeuille d'effets publics A court terme 418  ,, 
Portefeuille titres yar Fa 
Divers ‘ aay, 


soit un total de 1451 milliards sur des emplois totaux de 3411, Signalons en outre 
que dans les ,,Concours de l'Economie"’ de la Caisse on compte 916 milliards de 


préts aux collectivités publiques. Cf. 14e Rapport du Conseil National du Crédit, 
V-12, 
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réservés (si l’on excepte un montant assez faible de comptes courants 
accessibles 4 certaines entreprises). 

A l'aide de divers recoupements statistiques, la répartition des 
effets publics 4 court terme a évolué ainsi au cours des 10 derniéres 
années. 


REPARTITION DES BONS DU TRESOR 


Secteur Public pores Banques Total 
particuliéres 

fin 1949 167 356 420 943 
1952 313 578 626 E517, 
1954 462 824 765 2 051 

1956 652 932 913 2 497 
1958 1 048 1 154 894 2 875 
nov. 1959 813 1 435 1 102 3 350 


Sources S.E.F. No. 79, juillet 1955 p. 697 et No. 136 avr. 1960 p. 428. 


Nous commenterons plus longuement au cours de la partie sui- 
vante les plus notables de ces résultats. Dés 4 présent un fait majeur 
simpose: c'est le réle extreémement modeste que joue, en tant que 
détenteur de titres de la dette, l’épargnant moyen, le rentier clas- 
sique. Tout nous permet de penser qu'il ne détient aujourd'hui que 
moins du quart des titres 4 court, moyen ou long terme. Au lieu 
d'étre l'instrument privilégié du placement d'une épargne réserve, 
la dette publique est devenue le moyen de rendre productives des 
liquidités 4 court terme. 
| Les conséquences de cette situation — qui n'est pas entiérement 
)) neuve, mais qui l'est cependant par son extension — sont immenses. 
Elles impliquent bien entendu, une conception relativement nouvelle, 
elle aussi, du debt management. 


Iléme partie 


LA RECONSTITUTION DU CREDIT PUBLIC 
ET SON COUT 


Aprés avoir décrit dans ses grandes lignes la structure de la 
dette et son ,,logement”, nous allons tenter de reconstituer les pré- 
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occupations des responsables financiers pendant la période qui nous 
occupe, préoccupations qui ont abouti a la structure actuelle. Il 
apparait que les émissions d’effets publics ont été consciemment 
adaptées aux désirs des souscripteurs et que cette politique, qui a 
donné des résultats négligeables, comporte un cofit qui ne l'est pas 
moins. 


A. La diversification de la dette et son adaptation aux mobiles des 
souscripteurs 

Comme nous l’avons déja indiqué, la premiére préoccupation du 
Trésor aprés la fin de la guerre fut de retrouver des préteurs. En 
effet la situation exigeait que le Trésor public trouvat 4 emprunter. 
Le déficit budgétaire était élevé: il découlait aussi bien des besoins 
de la reconstruction que de la politique d'investissements publics, 
puis de soutien a l'investissement privé, qui fit menée sans dis- 
continuité par tous les gouvernements. Et cependant, les préteurs 
virtuels déja échaudés par la dépréciation de leurs titres en raison 
de l’inflation, méfiants 4 l’égard d'une politique 4 leurs yeux trop 
dépensiére et trop dirigiste, se dérobaient. I] faut méme dire que 
devant les menaces inflationnistes permanentes et les avantages de 
la spéculation, le marché financier et l’épargne individuelle spontanée 
avaient pour un temps disparu. 

A cette situation, la réaction du Gouvernement fut double: elle 
consista d’abord 4 fournir aux souscripteurs éventuels les sécurités 
et les garanties qu’ils attendaient, et par ailleurs, 4 diversifier a l'’ex- 
tréme les types d’emprunts émis de maniére que tout groupe notable 
de préteurs puisse trouver un titre dont les caractéristiques seraient 
adaptées a ses besoins et 4 ses mobiles propres. 

Aprés s’y étre longtemps refusés, les services financiers acceptérent 
de fournir la sécurité recherchée sous forme d'indexations: indexa- 
tions purement monétaires, fondées sur l’or comme pour les 3144 % © 
1952 ou 1958, sur des indices boursiers comme pour le 5 % 1956 — 
dont le prix de remboursement varie suivant la moyenne de I'indice 
des valeurs 4 revenu variable et de l'indice des valeurs 4 revenu — 
fixe, ou indexations plus directement reliées a la production et a | 
l'activité économique comme les parts de production d’Electricité de 
France et du Gaz de France, les bons des charbonnages ou les bons 
d'équipement industriel et agricole de 1956, qui produisent un intérét 
minimum de 5 % variant en fonction de l'indice de la production 
industrielle, 
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Cependant, la stabilisation monétaire une fois acquise et le marché 
financier renaissant peu a peu, c'est dans la diversité des formules 
d'indexation que se montre le mieux la volonté d'adapter les titres 
aux désirs des souscripteurs et par suite de diversifier autant qu'il 
peut étre utile les emprunts publics. 

Les grands emprunts indexés de 1952 et 1958 ne prévoient |’in- 
dexation que du capital: c'est assez dire qu’ils sont destinés avant 
tout 4 rassurer les épargnants qui ont été dans le passé victimes de 
pertes sévéres dues a la dépréciation de la monnaie. 

Au contraire, les bons 4 15 ans de 1956 ne possédent I'indexation 
que pour l'intérét. D’autres, comme les obligations émises par la 
Regie Renault en 1955 et 1957, comportent l'indexation du capital et 
du revenu. D’autres encore, de la seule prime de remboursement. 
On peut penser que les formules d'indexation des intéréts, comme 
celles qui maintiennent des taux nominaux élevés, sont destinées a 
allécher, non le petit porteur désirant conserver son titre indéfini- 
ment, mais les institutions financiéres, sociétés d’assurances ou 
autres, désireuses d'un rendement maximum de leur portefeuille. 

Méme volonté d'adaptation des bons a plus court terme qui voient 
peu a peu se diversifier et s'élargir leur clientéle. Ces bons 4 échéan- 
ces fixes de 1 ou 2 ans semblent correspondre aux besoins d’un 
groupe bien déterminé: le petit porteur, qui ne cherche pas un rende- 
ment trés élevé mais pour lequel la non négociabilité du titre est une 
garantie indispensable contre d’éventuelles fluctuations boursiéres. 
Les bons a intérét progressif sont destinés, au contraire, A tous ceux 
(particuliers ou entreprises) qui recherchent un intérét légérement 
supérieur tout en conservant une liquidité totale: l'importance prise 
par les coupures de 100.000 francs et de 1 million pendant les 
\campagnes spéciales de placement vient confirmer cette hypothése; 
elle montre bien qu'ils sont devenus, dans beaucoup de cas, un moyen 
de rendre productifs des fonds de roulement. 

Enfin, la méme volonté d’adaptation a inspiré l’évolution du rende- 
ment et des modalités des bons en comptes courants, qui sont pour 
les banques des emplois parfaitement liquides et largement rémuné- 
rateurs. En effet, non seulement les bons A, B et C se présentent 
avec un éventail d’échéances différentes qui peuvent permettre aux 
banques de combiner les échéances pour satisfaire 4 tous leurs 
besoins d’encaisse, mais encore les facilités de négociation qui leur 
‘sont liées permettent soit de vendre 4 la Banque de France tous les 
bons arrivant a trois mois (effets bancables) soit de négocier 4 tous 
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moments, sur le marché monétaire, les bons qu’elles détiennent en 
excés du ,,plancher’’ légal qu’elles sont tenues de respecter. 

Il faut rappeler cependant que seules les banques ont la faculté 
de faire racheter leurs ,,effets bancables” par la Banque de France 
et que les établissements financiers, correspondants du Trésor, etc.... 
ne peuvent que négocier leurs bons sur le marché financier. 

Les conditions de rémunération des bons en comptes courants, 
dissociées de celles des bons sur formules, encouragent évidemment 
le secteur financier 4 placer sous cette forme une grande partie de 
ses disponibilités. L’évolution de leur placement s'est faite, semble- — 
t-il, dans des conditions largement satisfaisantes. 

Ainsi, on peut considérer que le service des émissions du Trésor 
a su faire une bonne étude de marché et proposer 4 chaque type 
de souscripteurs en puissance un titre possédant les caractéristiques 
exactes qui convenaient. Cette adaptation, pour réussie qu'elle ait 
été, entraine deux conséquences immédiates: l'une porte sur le coiit 
de cette opération, l'autre sur le ,,raccourcissement”’ considérable de | 
la dette qu'elle entraine. 


B. Le coat du crédit public 

Il n'est pas douteux que la reconstitution du crédit public réalisée _ 
de pair avec la stabilité monétaire, a couté fort cher au Trésor. On | 
peut en montrer facilement les causes immédiates. 

La premiére méthode pour dégeler un préteur réticent consiste 
évidemment a lui payer cher son argent. On pourrait donc croire que 
c'est 4 des taux nominaux élevés qu’est dii le cofit de la dette publique 
francaise. Mais l’examen des divers fonds existants ne justifie pas 
cette supposition: les taux nominaux les plus élevés ne dépassent 
pas 5 % ou 5,5 %; au contraire on reléve que la plupart des emprunts 
émis l’ont été 4 des taux trés inférieurs aux rendements boursiers 
du moment. C’est ainsi que l’emprunt Pinay de 1952 a été émis 
43% % alors que le taux moyen du marché financier dépassait 6 %. 
Mais cela signifie seulement que l'on a préféré appater la clientéle par 
d'autres éléments du rendement: indexations, primes de rembourse- 
ment, avantages fiscaux et, concurremment, par un appel répété aux | 
sentiments patriotiques des souscripteurs. 

Il est assez difficile de se prononcer sur le cofit budgétaire des 
clauses d'indexation. En premiére analyse, l'indexation, en permet- 
tant d’offrir un taux d'intérét plus bas, fournit l'occasion d'une 
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économie d’agios qui peut étre considérable. L’exemple de l’em- 
prunt Pinay 1952 émis & 3,5 au lieu de 6 % en est un témoignage. 
Cependant le coat final de l’opération dépend des modalités de 
Vindexation et de l’évolution monétaire ultérieure. Jusqu’a présent, 
les garanties en capital figurant dans les émissions de 1952 et 1958 
n'ont pas eu a jouer. Celles qui portent sur les intéréts (emprunt 
Ramadier 1956) ou sur la prime de remboursement n’ont eu qu'une 
faible incidence budgétaire; mais cependant, dés 1958, ont rem- 
boursait les titres ,,Ramadier” avec un boni de 20 % sur le pair. De 
toute évidence, la situation serait trés différente au cas ou une 
trés forte dépréciation monétaire entrainerait le jeu des mécanismes 
d'indexation, privant le Trésor d'un processus d’amortissement auto- 
matique dont il a largement bénéficié jusqu’ici. 

Pour I'instant, en ce qui concerne la France, on ne peut que sig- 
naler cette menace potentielle, et noter que l'indexation semble avoir 
eu des conséquences nettement bénéfiques sur le coiit des emprunts. 

Il n’en est pas de méme des autres avantages consentis aux 
souscripteurs dont la charge pése lourdement sur les finances publi- 
ques, soit par les dépenses supplémentaires, soit par les moins-values 
de recettes qu’ils occasionnent. 

On serait tenté de mettre a l’actif du Trésor les facultés de 
conversion offertes aux souscripteurs: la possibilité de souscrire a 
lemprunt 34% % 1952 avec du 5 % 1949 par exemple semble entrer 
pleinement dans la logique des conversions en baisse et apporter au 
Trésor de substantielles économies. En réalité, la rente 5% 1949 
était fortement dépréciée et il aurait été beaucoup plus avantageux 
pour le Trésor de la racheter en bourse aux cours d’alors que de 
l'admettre au pair 4 la souscription de nouveaux emprunts, fit-ce a 
des taux inférieurs. Toute une série de souscripteurs ont vu de cette 
maniére relever de facon artificielle le cours de leurs titres. 

Mais ce sont surtout les avantages fiscaux, consentis trés large- 
ment depuis quelques années, gui donnent a l'endettement public 
son coat, un coiit d’ailleurs impossible 4 évaluer avec précision, mais 
dont on s’accorde a reconnaitre qu'il est trés élevé. Parmi eux, l’ex- 
emption de la surtaxe progressive que comportent les intéréts de 
plusieurs emprunts et sans doute la somme de moins-values im- 
portantes. On a calculé que pour les contribuables soumis aux taux 
‘d’impéts les plus élevés, un 5% devient en fait du 16%. Aux 
Etats-Unis, l’exemption de certains titres émis par les collectivités 
locales transforme, aux taux de 1952, un 3 % en un titre rapportant 
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de 8 a 37 % pour un contribuable célibataire et bénéficiant d’un 
revenu élevé. 

La dispense d'impét sur les mutations et successions a titres 
gratuits pour le capital souscrit est encore plus couteuse pour le 
Trésor public, car elle ouvre la porte 4 une fraude parfaitement légale 
puisqu’'il suffit de transformer en temps utile l’actif d'un patrimoine 
en 314 % pour le faire échapper a l'impét. La comparaison des 
successions déclarées avant et aprés l’instauration de ce privilége 
exorbitant donnerait sans doute quelques éléments d’appréciation 
sur l’évasion fiscale 4 laquelle il donne lieu, évasion limitée, il est 
vrai, par la faible importance, dans la législation francaise actuelle, 
des droits de succession. 

Enfin divers avantages indirects, dont la liste pourrait étre longue, 
peuvent encore alourdir les charges budgétaires: primes de rem- 
boursement qui accroissent singuliérement le rendement réel (telles 
que celle des bons 5 % 1957), lots tirés au sort qui sont trés popu- 
laires dans certains milieux de petite épargne, clauses semblables 4 | 
celle du 5 % 1949 par laquelle l'Etat s’engageait, au cas ot le rende- 
ment effectif d'un emprunt émis avant 1960 dépasserait 5,5 %, a 
étendre ce rendement a l’'emprunt 1949. Cette clause semble avoir | 
géné assez considérablement le service des émissions. 

I] n’est pas jusqu’aux bons du trésor en compte courant qui n’aient | 
bénéficié de cette surenchére des avantages et des primes. En effet, 
la technique frangaise est d’émettre 4 taux fixe, d'une maniére 
continue et sans limitation (,,on tap’). Mais le rendement réel des 
bons différe assez largement de I'intérét nominal pour les raisons 
suivantes: d’abord, l'intérét est versé par avance lors de |’émission. 
En outre, le taux de rachat des effets publics 4 trois mois par la 
Banque de France est normalement inférieur au taux d’émission: 
il en résulte pour les banques un bénéfice dit de ,,rotation”. Enfin, 
jusqu’en Décembre 1954, le Trésor versait aux banques une com-~- 
mission, non seulement sur les souscriptions de bons sur formules 
4 leurs guichets, mais aussi sur leurs propres souscriptions en compte 
courant. P. Tabatoni a pu) ainsi calculer qu’au 30 Janvier 1954, 
les bons de type C rapportaient aux banques 4,68 9%. Les banques 
avaient donc avantage a réescompter leur portefeuille d’effets com- 
merciaux pour se procurer des bons du trésor, l’opération étant pour 
elles largement bénéficiaire. 
~ 5) Cf. H. BROCHIER et P. TABATONI. Economie financiére. P.ULF., 1959, 
p. 187. 
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En conséquence, les intéréts de la dette flottante n'ont cessé de 
s'accroitre, en raison, pour la plus grande partie, du développement 
des effets publics en compte courant; passant de 30 milliards en 1950 
477 en 1954, ils atteignaient dans le budget de 1959, 158 milliards. 

On peut évidemment soutenir que ces charges considérables, et 
d'autant plus dangereuses que leur évaluation ne figure nulle part 
dans la comptabilité publique, possédent quelques contreparties: elles 
présentent certainement l'avantage de constituer un soutien auto- 
matique pour les cours. En outre, on peut les considérer comme une 
contrepartie de l'amenuisement considérable de la dette publique 
dont avait bénéficié le Trésor par suite de l'inflation et y voir le 
cout de la reconstitution du crédit public 

Quoiqu'il en soit, une saine appréciation du coft de la dette 
publique doit en tenir compte: malgré l'absence d'une évaluation 
chiffrée, on peut soutenir sans grand risque d'erreur que leur montant 
réel vient considérablement accroitre le cofit budgétaire de la dette, 
soulignant le prix élevé que l'Etat a du payer en France pour 
reconstituer son crédit. 

Cela ne signifie pas, bien loin de la, qu’aucun effort n’ait été 
fait pour réduire le cofit de la gestion de la dette. De nombreuses 
innovations au contraire ont été introduites visant 4 simplifier les 
procédures, a regrouper les fonds, 4 diminuer le nombre de coupures 
en circulation, 4 réduire leurs manipulations. De méme, l’'aménage- 
ment par un décret du 15 Mai 1959 des comptes courants de rentes 
sur l'Etat permet 4 des banques ou a des agences de change de gérer 
par un simple jeu d’écritures des rentes appartenant 4 leurs clients 
(comptes courants collectifs), Ce nouveau mode de gestion a écono- 
misé l'émission de millions de titres et provoqué une économie de 
frais de gestion extrémement sensible tant pour ]'administration que 
pour les banques et les agents de change. Des comptes courants 
analogues dits ,,nominatifs’ ou ,,de deuxiéme partie’ étendent les 
avantages de ce procédé de gestion 4 d'autres catégories d'inté- 
ressés, °) 

Mais les gains que l'on peut réaliser sur les opérations matérielles 
de gestion sont assez limités puisque le coiit de la gestion d'un million 
de francs de 34% % Aa capital garanti par exemple n’était en 1958 que 


6) La documentation sur ces comptes courants et sur les divers aspects de la 
gestion matérielle ou juridique des titres m'ont été aimablement fournis par 
M. ROLLES, Directeur de la Dette Publique, & qui je suis largement redevable et 
que je remercie trés sincérement. 
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de 196 francs et celui d'un million de bons du Trésor de 233 francs. 
Il est vrai que la gestion de fonds plus anciens (le 3 % 1942 —1955 
par exemple) revenait fort cher a I’Etat: 10.806 francs pour un 
million de capital, soit une majoration de 1 % de l'intérét réel. 7) 

Ainsi, malgré un effort remarquable de mécanisation et de simpli- 
fication de la gestion au sens technique, il faut admettre que la dette 
publique francaise coute fort cher, surtout si l’on pense aux pays 
dans lesquels a été pratiquée une politique de ,,cheap money”, et 
sans qu’on puisse méme préciser avec une exactitude suffisante com- 
bien elle coute. Reste 4 savoir si ce prix élevé a permis de réaliser les 
objectifs choisis, et notamment les objectifs économiques et moné- 
taires du Gouvernement. 


IIIéme partie 
DETTE PUBLIQUE ET POLITIQUE MONETAIRE 


Deux points soulévent des difficultés particuliéres dans le com- 
mentaire économique que l'on peut donner de la gestion de la dette: 
le caractére déflationniste des emprunts réalisés et les conséquences 
que fait peser sur l’équilibre financier et monétaire l’extension de la 
dette flottante. 


A. Les émissions réalisées et la stabilité monétaire 

L'un des arguments les plus fréquemment avancés par les ministres 
des finances au moment du lancement d’une émission est son carac- 
tére déflationniste et, de ce fait, sa contribution a la stabilité moné- 
taire. Le plus souvent l’'emprunt est présenté comme devant éviter 
a la fois l'impét et l'inflation. En face de l’'ampleur des besoins 
publics, il est considéré comme un transfert d’épargne du secteur 
privé permettant seul de financer sans conséquences inflationnistes 
les dépenses envisagées. Nous n’avons pas l’intention de reprendre 
l’analyse théorique maintenant classique de la question mais de con- 
fronter, hic et nunc, les conséquences monétaires des emprunts émis — 
au cours de la période qui nous occupe et leurs justifications offi- 
cielles. Une analyse plus serrée de leurs conditions et de leurs 


7) Voir le fascicule ,,Cotif ef rendement des Services Publics’ — Budget de 
1960 — Imprimerie Nationale, p. 74 et 75. 
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résultats montre facilement 4 notre avis que les conséquences annon- 
cées des principales émissions ne se sont pas produites et notamment 
que leur effet déflationniste est fort contestable. 

a. En premier lieu, il existe, lorsque faculté est laissée aux 
souscripteurs de se libérer en apportant des titres de rente émis anté- 
rieurement, une énorme marge entre le rendement des emprunts ,,en 
argent frais’ et le montant total des souscriptions annoncées. 

L’exemple le plus caractéristique est celui du 314%4'% 1952 qui, sur 
un montant total de 420 milliards de souscriptions, n'a rapporté que 
142 milliards d'argent frais. *) En 1958, la fraction souscrite en titres 
n'est que de 31 milliards sur un total de 320. II est évident que la 
,Ponction déflationniste’’ est fonction des souscriptions nouvelles et 
gue la différence peut étre considérable. 

b. D’autre part, le lancement d’un emprunt 4 moyen ou long 
terme n'est quelquefois possible que par suite d’une expansion moné- 
taire réalisée par ailleurs. Un exemple bien connu de cette sorte de 
compensation est fourni par l’emprunt Ramadier (5 % 1956), dont 
les souscriptions ont entrainé une ponction importante des liquidités 
bancaires. ,Il semble’, écrit la revue officieuse Statistiques et Etudes 
Financiéres ®) ,,que l’on puisse évaluer 4 environ 200 milliards l’am- 
putation momentanée opérée par l’emprunt sur les dépéts. Il est peu 
probable en effet que les souscriptions effectuées par des préléve- 
ments sur les encaisses en billets, sur des avoirs au Trésor, ou a 
l'aide de vente d’or et de devises sur le marché des changes aient 
pu dépasser sensiblement une centaine de milliards”. Par la suite 
les liquidités bancaires se reconstituent au moyen de I’expansion 
monétaire. Des phénoménes de ce genre restreignent évidemment 
considérablement la portée déflationniste d’une émission a long terme 
et ne lui laissent qu’une valeur provisoire, puisque l’émission de 

)monnaie qu'elle est sensée éviter est simplement retardée. II est vrai 
que les conséquences sur les comportements sont probablements trés 
différentes. 

c. Enfin, méme si le caractére déflationniste de l’opération parais- 
sait indiscutable, on pourrait encore s'‘interroger sur son opportunité, 
eu égard aux effets qu'elle peut avoir sur les ressources de Trésorerie. 
Dans de nombreux cas en effet, I’émission d’un grand emprunt opére 


8) On parle aussi de 194 milliards, mais 4 notre avis il est plus correct de 
‘déduire 34 milliards représentant la souscription de la Caisse des Dépéts et 10 mil- 
liards souscrits au moyen de bons du Trésor remboursables a vue. 

®) S.E.F. no. 102 Juin 1957, p. 684. 
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une telle ponction sur les liquidités que les ressources normales de 
Trésorerie connaissent une baisse considérable. 

A nouveau, les résultats de l'emprunt de 1956 nous permettront 
de mettre en lumiére ce phénoméne. On évalue de la maniére suivante 
le manque 4 gagner de la Trésorerie au cours des mois de Septembre 
et d’Octobre 1956. 1°) 


Mouvement en Perte 

valeur absolue relative 

Dépét dans les caisses d’épargne + 7 — 20 
Bons du Trésor sur formules — 1 — 20 
Dépéts aux chéques postaux —27 — 45 
Bons en compte-courant — 24 — 25 
— 45 — 110 


> 


Ainsi le manque 4 gagner du Trésor en ressources normales 
directement provoqué par l’emprunt s’éléverait 4 110 milliards. On 
en vient donc a penser que cet emprunt a été financé pour deux tiers _ 
par des dépéts bancaires dont la reconstitution par la suite a donné | 
lieu 4 une expansion monétaire, pour un tiers par un virement des — 
ressources normales de Trésorerie vers un emploi 4 plus long terme. 

Il semble qu'il y ait 1a bien autre chose qu'une coincidence. L’exa- 
men des statistiques monétaires incite 4 émettre l’'hypothése d'un 
montant global 4 peu prés déterminé de disponibilités susceptibles 
de s'investir en effets publics. Dés lors, toute émission importante 
de long terme stoppe I’expansion du court terme et réciproquement. 
Le tableau suivant qui confirme cette hypothése, retrace l’évolution 
des moyens de financement du Trésor en 1958 et 1959. | 

On constate qu’en 1958 la forte émission d’emprunts 4 long terme | 
(233 milliards) entraine une baisse dans les portefeuilles de Bons 
du Trésor 4 la Banque de France et dans les banques. En 1959 au 
contraire, la croissance importante des portefeuilles de bons tant des 
banques que des particuliers et des entreprises, correspond 4 un 
remboursement net de 101 milliards dans la rubrique ,,Emprunts a 
long terme”. 

On peut dés lors se demander s'il vaut la peine de lancer l'opé- 
ration a grand spectacle que constitue un emprunt pour transformer 


10) S.E.P. Juin 1957 no. 102, p. 685. 
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MOYENS DE FINANCEMENT DU TRESOR EN 1958 ET 1959 11) 


1958 1959 


I. Ressources monétaires ou fournies par le systé- 


me bancaire 97 56 
a. Monnaies divisionnaires 3 — 2 
b. Dépéts & vue 104 140 
c. Bons du Trésor en portefeuille dans les ban- 
ques et la Banque de France — 62 248 
d. Autres concours de la Banque de France — 330 
Il. Epargne liquide et apports des correspondants 526 
a. Bons du Trésor souscrits par les particuliers 
et les entreprises 365 
b. Organismes collecteurs d’épargne 161 
III. Emprunts & long terme (montant net) — 101 


. Eléments non recensés 


en titres de rente portant intérét réel 4 7 ou 8 % des ressources qui 
auraient de toute maniére afflué dans les caisses de l’Etat 4 un prix 
beaucoup moindre, disons 3 ou 4 %. La réponse a cette question 
dépend évidemment de I'opinion que l'on peut avoir sur la nécessité 
d’une consolidation de la dette 4 court terme et du danger que pré- 
sente une dette flottante trop importante. Nous répondrons 4 cette 
question dans un instant pour notre part. 

Constatons que si l'on est — comme nous le sommes — peu 
persuadés de l'urgence qu'il y a 4 ,,consolider’’, la plus grande partie 
des émissions 4 long terme revient a échanger un cheval borgne 
contre un cheval aveugle. 

d. En réalité, la philosophie de la plupart des emprunts frangais 
réalisés au cours de la période qui nous occupe est bien claire: elle 
n'est pas tant d’ordre financier et économique que d’ordre politique. 
Il ne s’agit pas tant de se procurer des ressources que l'on pourrait 
avoir beaucoup plus facilement et 4 meilleur marché, que de montrer 
a l'opinion que le Ministre des Finances qui s’attribue la paternité 


11) 14éme Rapport annual du Conseil National du Crédit, V-19. 
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de l'emprunt est capable de réunir, dans un délai aussi bref que 
possible, un volume de souscriptions au moins égal a ce qui a été 
obtenu dans le passé. A ce titre, l'emprunt est un référendum et c'est 
parfois un plébiscite. Il permet de faire approuver par les sous- 
cripteurs — ou de faire croire qu’ils l'approuvent — une politique 
de ,,rigueur financiére’”’ ou bien la volonté affirmée de ne pas créer 
d'impéts nouveaux. Il constitue méme pour un nouveau régime un 
test de popularité et, pour l’homme qui en lance un second, l’épreuve 
de sa ,,cote” politique et de la fidélité de l'opinion 4 son égard. 

Tout cela ne signifie pas, bien entendu, que l’emprunt n’ait aucune 
justification économique ou financiére — ni qu’on aurait pu s’en 
passer dans tous les cas. Son lancement est évidemment fonction de 
la conjoncture économique, il doit obéir 4 un certain rythme: on ne 
peut lancer un grand emprunt deux ans de suite, sauf exception. 
Mais il reste que sa signification premiére parait bien d’ordre politique. 

C’est sous cet angle d’ailleurs qu'il faut apprécier la contribution 
des emprunts a long terme 4 la stabilité monétaire: on ne trouve dés 
lors pas de difficulté 4 la considérer comme positive. Le succés d'une 
émission témoigne de la ,,confiance’”’ de l’opinion et méme si cette 
,confiance” repose sur des éléments parfaitement illusoires, elle est 
utile car elle décourage les comportements de type spéculatif, gonfle 
les encaisses, accroit l’épargne liquide. Le succés (méme relatif) de 
lemprunt Pinay 314 % a ainsi facilité la stabilisation, il a marqué 
d'une pierre angulaire la renaissance du marché financier, méme si 
l'analyse mécanique de la situation monétaire montre que sa valeur 
déflationniste en face de l’énorme déficit budgétaire de 1952 a été 
des plus faibles. Il est vrai que les finances publiques qui exigent la 
rigueur, sont également un art d’illusion. Les grands emprunts publics 
constitueraient le premier chapitre dans la chronique, qui reste a 
écrire, de ,,l'illusion financiére”’. 


B. Les problémes de la dette flottante 

La position classique vis-a-vis de la dette flottante est bien connue. 
Elle est faite d'une méfiance fondée sur deux motifs principaux: 
l'insécurité qu’apporte au Trésor une dette composée d’engagements 
a court ou trés court terme, si ce n’est 4 vue, et d’autre part le 
caractére inflationniste d'une trop grande ,,monétisation”’ de la dette. 
Ces craintes sont fortement fondées et l'on a pu voir le Trésor 
américain déployer des efforts considérables et couronnés de succés 
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pour ,,consolider’ aprés la guerre de Corée, une dette bancaire trop 
volumineuse et trop ,,courte’’. 1?) 

Nul ne peut nier que l’existence dans la dette publique francaise, 
par exemple, de 1.000 milliards de bons 4 intérét progressif rem~- 
boursables 4 vue, n'apporte quelque souciaux responsables financiers. 
Cependant, on ne gagnerait rien dans ce domaine comme dans 
beaucoup d'autres a confronter désespérément les vieilles recettes a 
une réalité nouvelle: il faut d’abord en prendre toute la mesure. Or, 
ce que l'on entend aujourd'hui par dette flottante n'est pas exacte- 
ment ce que l'on entendait par 1a il y a cinquante ans: ni les caracté- 
ristiques des effets, ni les détenteurs, ni, 4 certains égards, la nature 
méme de la dette ne sont les mémes. Précisons ces différences et 
essayons de voir dans quelle mesure elles aggravent ou facilitent la 
situation du Trésor. 


a. Situation et nature dela dette détenue par le ,,Secteur public” 

Un premier point mérite d’étre défini et commenté: c'est la situation 
de la ,,dette vis-A-vis du secteur public”. Si l'on exclut de cette 
rubrique la Banque de France, qui mérite d’étre traitée a part, on 
constate que le ,,Secteur public’’ en ce sens comprend essentiellement 
la Caisse des Depéts, la S.N.C.F., les banques d’émission d’outre- 
mer, auxquelles il faudrait ajouter logiquement le Crédit National et 
le Crédit Foncier. Les portefeuilles d’effets publics 4 court terme de 
ces divers organismes sont importants: 4 la fin de 1954 par exemple, 
ils représentaient un tiers des effets en compte courant 4 la Banque 
de France et prés d'un quart des valeurs 4 court terme. *°) 

Mais quelle est leur signification? A premiére vue, il parait assez 
étonnant que I'Etat soit endetté vis-a-vis d’établissements qui sont 
sous sa dépendance. En réalité, les bons remis 4 la Caisse des 
Dépéts ne matérialisent pas seulement une dette de l'Etat vis-a-vis 
de la Caisse: ils temoignent par ailleurs de la dette contractée par 
la Caisse a l’égard des déposants qui laissent chez elle leurs disponi- 
bilités. Ces déposants ne détiennent aucun titre: ils sont cependant 
les véritables créanciers de l'Etat; les bons remis 4 la Caisse des 
Dépéts agissant comme intermédiaire signifient que l’Etat reconnait 
cette dette. 


12) P. TABATONI: Le néo-classicisme monétaire aux Etats-Unis, Revue Econo- 
mique no. 4, 1957. 

18) La Technique des Bons du Trésor en France — S.E.F. no. 79 Juillet 1955, 
p. 698. 
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Il y a 1a une différence certaine avec la dette fédérale américaine 
vis-a-vis des collectivités locales par exemple, car celle-ci est souscrite 
avec des excédents de ressources qui appartiennent en propre aux 
collectivités dont il s'agit. En France, la dette envers le secteur 
public permet de mettre A la disposition de la Trésorerie le fonds 
de roulement des organismes considérés. 

I] faut souligner, d’ailleurs, l'anomalie que comporte a cet égard 
le classement des diverses ressources du Trésor. Depuis 1938 en 
effet, la dette proprement dite ne comprend pas les dépéts de fonds 
considérés comme des opérations de caisse de caractére temporaire 
et ne donnant pas lieu 4 établissement d'un ,,titre’’. C’est la, évidem- 
ment, une distinction artificielle que dément la réalité: l'ensemble de 
ces fonds a la méme origine, obéit aux mémes lois d’évolution et leur 
absorption par le Trésor, pour emprunter des modalités différentes, 
est de méme nature. 

Si l'on ajoute 4 la dette du secteur public celle des banques et 
des établissements financiers, l'on constate que la part de cet en- 
semble représente prés de 60 % des effets a court terme, cette 
proportion restant 4 peu prés constante depuis 1952. On peut donc 
estimer que la plus grande partie de la dette flottante est souscrite 
avec des liquidités, en principe susceptibles d'étre affectées sans 
préavis a d'autres usages. 


b. La stabilité de la dette flottante 

L’étendue considérable de la dette flottante détenue par les ban- 
gues ou le secteur public appelle 4 nuancer les jugements que l'on 
pourrait former sur l'insécurité qu'elle apporte dans la gestion des 
finances publiques. 

Cette insécurité se trouve largement limitée par des facteurs d'ordre 
institutionnel et d’ordre économique. Si la nationalisation du crédit 
n'apporte pas d’élément décisif dans le contréle par |'Etat des actifs 
bancaires, on sait que par ailleurs, les banques sont tenues de con- 
server des portefeuilles d’effets publics représentant une proportion 
fixe de leurs dépéts (25 % a l'heure actuelle). Cette disposition 
légale fournit au Trésor la garantie appréciable d'un minimum de 
souscriptions. Mais surtout, c'est 4 la fois dans le développement 
des liquidités et dans l'amélioration de leur collecte que le Trésor 
trouve la meilleure garantie de stabilité de sa dette a court terme. 

L’aprés-guerre a coincidé en France avec un changement des 
habitudes monétaires caractérisé par un plus large usage de la mon- 
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naie scripturale et des instruments de crédit: l'évolution de la masse 
monétaire en témoigne, qui comporte maintenant 60 % de dépéts 
contre 40 % de billets — alors que, dans l’avant-guerre, la propor- 
tion était inverse, Le rythme d’accroissement des dépéts est d'ailleurs 
sensiblement plus élevé que celui des autres formes de disponibilités 
monétaires. De nombreux secteurs économiques et sociaux ont ainsi 
accédé a l'usage du chéque et du dépét en banque. La propagande 
en faveur du placement des liquidités a souvent été suivie d’'effets, 
ainsi le niveau des disponibilités des banques, caisses d’épargne, 
chéques postaux, etc., a connu une forte hausse. 

Parallélement le mécanisme de drainage de ces disponibilités par 
le Trésor s'est trés sensiblement perfectionné. Les dépéts des ,,cor- 
respondants”, la souscription de bons ou d’effets parfaitement 
adaptés aux besoins des organismes intermédiaires en sont les instru- 
ments les plus efficients. I] s’ensuit que, une fois donné le rythme 
de l'expansion monétaire, le Trésor est 4 peu prés assuré de retrouver 
sous une forme ou sous une autre les disponibilités dont il a besoin. 

C’est donc en partie l’expansion de la masse monétaire qui fonde 
la sécurité relative dont bénéficie la dette flottante, notamment la 
part de cette dette détenue par les organismes financiers du secteur 
public'et les banques et explique pourquoi si peu d’efforts ont été 
faits pour la consolider. %*) 

Par ailleurs, les Bons du Trésor souscrits par les particuliers et les 
entreprises (essentiellement, bons 4 intérét progressif) ont mainte- 
nant toutes les caractéristiques qui en font un placement siir, assez 
comparable aux placements 4 long terme. L’absence de cotation en 
bourse, remplacée par des facultés de remboursement ou de mobili- 
sation trés large, évite aux porteurs les risques de variations de cours. 
Seule une crise financiére de trés grande ampleur ou une accélération 
exceptionnelle de la hausse des prix pourrait détruire l'intérét qu'ils 
présentent pour ceux qui les utilisent pour placer leurs épargnes ou 
leur trésorerie. 

Par suite, l'essentiel de la dette publique sous sa forme actuelle 
en France, peut étre considéré comme la contrepartie d'une mise & 
la disposition de l'Etat, moyennant rémunération, des fonds de roule- 
_ ment et des épargnes a court terme des individus et des entreprises. 


14) Ainsi entre 1955 et 1960 le total des émissions de la dette 4 long et moyen 
terme a été de 1322 milliards et les amortissements réalisés de 1126 milliards ce 
qui aboutit presque a I'équilibre, alors que la dette flottante s’est accrue de plus 
de 1200 milliards. 
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A ce titre elle présente une certaine stabilité fondamentale. Ce- 
pendant des variations 4 court terme dans la liquidité de l'économie 
sont normales. C’est dire que la situation de la Trésorerie sera 
souvent fonction de la conjoncture. 


c. La dette flottante et l'évolution conjoncturelle 

Trois facteurs conjoncturels principaux agissent sur la liquidité 
des banques, et, par suite, sur les souscriptions de bons et l'aisance 
de la trésorerie: les mouvements de billets dont l'influence est es- 
sentiellement saisonniére, les rentrées de devises, et enfin le déficit 
et les opérations du Trésor lui-méme. Les rentrées de devises, 
traduisant un excédent de la balance des comptes, élargissent les 
disponibilités bancaires. A l’inverse les fuites de devises, correspon- 
dant au déficit de la balance des comptes, obligent les banques a se 
réapprovisionner en liquidités auprés de la Banque d’émission, et 
par suite asséchent leur trésorerie. On peut relever la responsabilité 
des mouvements de devises dans la plus grande partie des crises de 
Trésorerie en France. Cependant ce facteur combine ses effets a 
ceux du déficit budgétaire lui-méme, qui contribue de maniére trés 
nette 4 accroitre les disponibilités. Ces divers éléments peuvent se 
conjuguer ou se contrarier et exercent leurs effets aussi bien sur les 
dépéts dont bénéficie le Trésor que sur les souscriptions de bons. 
La crise de Trésorerie est donc la maladie caractéristique de l'en- 
dettement public sous sa forme actuelle: elle entraine un recours aux 
avances directes de la Banque d’émission. 

Ces considérations générales font apparaitre la difficulté principale 
que comporte aujourd'hui la gestion de la dette publique: coordonner 
les exigences proprement financiéres avec les autres impératifs de 
la politique économique. On a vu que la balance des comptes avait 
des incidences directes sur la situation du Trésor. Mais les autres 
compartiments de la politique financiére elle-méme n’'influent pas 
moins sur la Trésorerie. 

Ainsi, dans une large mesure, |'inflation provoque le retrait des 
dépéts en banque et dans les caisses d’épargne, donc tarit I'ali- 
mentation des ,,correspondants du Trésor” et les souscriptions de 
bons, A I’inverse, des mesures trop brutales de restriction de crédit 
peuvent obliger les banques & se débarasser de leur portefeuille 
d’effets publics, et ainsi, provoquer également une crise de Trésorerie. 
Ce sont ces deux éléments paradoxalement conjugués qui expliquent 
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les difficultés du Trésor en 1957 et la nécessité dans laquelle on s'est 
trouvé alors de recourir aux avances de la Banque d’émission. 

Inversement, les exigences de la Trésorerie peuvent limiter l’auto- 
nomie de la Banque d'émission dans la détermination de la politique 
monétaire: si le taux de réescompte de la Banque centrale est trop 
élevé, les banques seront tentées de sacrifier leur portefeuille d’effets 
publics pour conserver les liquidités qui leur paraissent nécessaires. 
Par suite, si la Banque d’émission est consciente de cette réaction, 
elle peut étre amenée, pour des raisons qui tiennent 4 ]’alimentation 
du Trésor public, 4 limiter son action sur le volume du crédit. 


d. Les taux des effets publics et l'expansion économique 

On pourrait craindre qu'un endettement obteny 4 un coit si élevé 
n'ait de facheuses répercussions sur l'activité économique, puisque 
l'élévation des taux d'intérét est associée 4 la déflation et au freinage 
de l’activité. De fait, on entend fréquemment des plaintes sur la 
cherté de l'argent, la concurrence que font au secteur privé les émis- 
sions de I'Etat et les avantages extraordinaires, hors de portée de 
l’emprunteur privé, que le Trésor consent a ses préteurs. 

Il est vrai que les taux fournis par certains effets publics sont 
élevés et comportent des avantages considérables. Cependant, divers 
éléments limitent la portée de cet état de choses. Tout d’abord, le 
rendement réel d'un titre de rente est difficile 4 calculer: il dépend 
en grande partie des avantages fiscaux, donc de la situation person- 
nelle du souscripteur. Il y a dans cet élément un obstacle 4 I’aligne- 
ment des taux du secteur privé, comme la progressivité de l'impét 
rend plus difficile sa répercussion. Par ailleurs il n’est pas certain 
que les taux du secteur public soient toujours supérieurs 4 ceux du 
secteur privé: un certain nombre de souscriptions ‘sont fonction de 
motifs de sécurité ou de liquidité, voire méme de considérations 
,,patriotiques”; ce qui permet un décalage entre les taux offerts par 
le Trésor et ceux du marché. 

Enfin, méme si les taux d'intérét des emprunts publics sont élevés, 
l'histoire de notre période montre que cela n’a pas empéché I'ex- 
pansion économique d'atteindre un rythme inconnu en France jusque 
1a. On peut y voir I'effet de la politique gouvernementale d'investisse- 
ments publics et d'aide a l'investissement privé. Tout se passe donc 
comme si l'Etat, obligé d’emprunter au prix fort pour faire face aux 
investissements publics, devait payer une seconde fois le prix de 
son endettement en accordant des subventions (sous forme de boni- 
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fications d'intérét, etc....) aux emprunteurs privés. En revanche, il 
y gagne la possibilité d’intervenir efficacement dans I’orientation des 
capitaux et de disposer de puissantes possibilités d'action sur le 
rythme de croissance économique. 

Au moyen de ces interventions, I'Etat dissocie en quelque sorte 
les taux d’intérét du secteur public et du secteur privé, et rend 
compatibles une rémunération élevée des préteurs et une expansion 
rapide de l'économie. On peut préférer une méthode inverse qui 
chercherait le ressort de la croissance dans le bas prix de l'argent: 
elle était suggérée dans le rapport Rueff ,,on peut affirmer avec une 
quasi certitude que la réduction de l'impasse au niveau des possibilités 
de financement, provoquera... une baisse profonde des taux d’in- 
térét, notamment des taux 4 long terme — et par ]4 augmentera les 
possibilités d’emprunt..."’ 15) Les divers gouvernements ont préféré 
tenir que courir et on ne peut que leur donner raison. 


CONCLUSION 


L’examen de quinze années d’évolution de la dette publique fran- 
caise nous parait comporter des enseignements qui donnent a la 
gestion de la dette une physionomie assez nouvelle. On peut les 
résumer dans les propositions suivantes dont nous ne dissimulons 
pas le caractére hétérodoxe et hasardeux. 

1°. La dette publique francaise tire ses ressources essentielles d'un 
vaste mécanisme de mise a la disposition de l'Etat des disponibilités 
de l'économie. Par ailleurs, elle est pour l'économie, et particuliére- 
ment pour le systéme bancaire, un instrument de liquidité indispensa- 
ble. #*#) Dans ces conditions, la stabilité de la dette A court terme, 
considérée autrefois comme ,,flottante’’, est assez grande, mais des 
fluctuations conjoncturelles trés marquées pourront se produire dans 
les liquidités. Y parer est la premiére tache du Trésor. 

2°. Le but économique essentiel de l’endettement public est de 
permettre que des virements de ressources au profit du secteur 
public soient faits, lorsque les autorités en ont ainsi décidé, au dela 
méme du transfert effectué par l'impét. 

Cependant, la souplesse des mécanismes d’émission monétaire est 


15) Rapport sur la Situation financiére, Imprimerie Nationale, 1959, p. 16. 


16) E, NEVIN. The problem of the National Debt. University of Wales Press, 
1954, 21—22. 
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telle, et si grande l'imbrication entre le financement du Trésor public 
et le financement de l'économie, que tout élargissement de la dette 
risque de se traduire par une émission de monnaie, sauf circonstances 
ou mesures exceptionnelles. A moyen terme, l’extension de l’endette- 
ment public est largement fonction du rythme de croissance de la 
masse monétaire. 

3°. Cependant, la dette publique trouve dans les conditions qui 
facilitent sa croissance les raisons mémes de ses limites; car l'inflation 
déclarée dérégle les circuits, tarit les liquidités et diminue les sous- 
criptions. La stabilité monétaire ou tout au moins un rythme modéré 
de hausse des prix est donc une condition premiére au maintien du 
crédit public. 

C'est dire que le rythme de croissance de la dette et celui des 
disponibilités monétaires doivent étre accordés au rythme de crois- 
sance de la production et des revenus. C’est cet accord, plus que les 
problémes de technique financiére proprement dite qui doit constituer 
l’objectif premier des responsables des finances. 

4°. Dans la situation actuelle, étant donné les rendements élevés 
qu'il faut offrir aux souscripteurs pour les amener a4 préter leur 
argent, il n’apparait pas que la dette publique constitue en France 
un trés bon instrument de politique monétaire. Au contraire, il semble 
que les nécessités de la Trésorerie apportent souvent de sérieuses 
limitations a l'efficacité et a l'autonomie de cette politique. 

5°. Les problémes propres de la dette publique ne soulévent pas 
de difficultés trés graves si le volume de la dette n’atteint qu’une 
faible fraction du revenu national. 1] en serait tout autrement dans 
une situation différente. Les conclusions ci-dessus ne sont donc 
valables que pour le cas francais, dans les conditions des quinze 
années qui viennent de s’écouler. 


DEBT-MANAGEMENT IN DEN NIEDERLANDEN SEIT 1945 
Rapport néerlandais par C. GOEDHART 


Professor an der Universitat Amsterdam 


In der finanziell-monetaren Entwicklung und folglich auch im> 
Debt-Management der Niederlande lassen sich seit dem Ende des 
zweiten Weltkriegs zwei Hauptphasen unterscheiden: 


A. Der Zeitraum der monetaéren Sanierung (1945—1950): | 
Hauptzweck der Finanzpolitik und im Rahmen dieser Politik auch © 
der Hauptzweck des Debt-Management war die Vernichtung — 
der aus der Kriegsperiode stammenden, aus inflatorischer 
Staatsfinanzierung und ebenso inflatorischer Umwechslung von | 
Reichsmark in Gulden hervorgegangenen Uberliquiditat. Das | 
Debt-Management war aber im groBen und ganzen den aufer- | 
ordentlichen SanierungsmaBnahmen fiskalischer Art unterge- 
ordnet. 


B. Der Zeitraum seit 1950: 

Konsolidierung des monetéren Gleichgewichts wurde zum Leit- 
motiv. Die monetare Sanierung hatte den Abbau der meisten 
, direct controls” im Inland sowie eine allmahliche, den exter- 
nen Verhaltnissen angepaBte Liberalisierung des internationalen 
Handels- und Kapitalverkehrs erméglicht. Damit erhielt das 
Debt-Management eine wichtige Aufgabe, nicht nur im Rahmen 
der Bekaémpfung von eventuellen monetaéren Stérungen inlan~- 
discher Herkunft, sondern in zunehmendem Mafe auch im 
Rahmen der Dampfung von auslandischen inflatorischen Ein- 
fliissen. Die selbstandige Rolle des Debt-Management trat mehr 
in den Vordergrund. 


Wahrend beider Hauptphasen der Nachkriegsentwicklung wurde 
beim Debt-Management eine Optimal-Kombination von Liquiditats- 
einschrankung und Zinshéhe erstrebt. Mit der allmahlichen Norma- 
lisierung der Wirtschaftsverhaltnisse in der zweiten Hauptphase 
ergab sich aber eine Verschiebung des Optimums. Die Uberliquidi- 
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tat im Zeitraum der mittels ,,direct controls” unterdriickten Inflation 
bedingte eine Zinshdhe, die bedeutend niedriger war als jene, die 
den spateren ,,normalen” Umstanden entsprach. Auch in der Zeit- 
spanne seit 1950 ist eine Limitierung der Zinshéhe angestrebt wor- 
den, ebenso wie vorher nicht nur auf Grund budgetarer, sondern 
vor allem auf Grund preispolitischer Erwagungen, insbesondere 
hinsichtlich des Wohnungsbaus. Mit Riicksicht auf die Verhalt- 
nisse am Geld- und Kapitalmarkt, die in zunehmenden Mafe aus- 
landischen Einfliissen ausgesetzt waren, verschob sich aber das 
Schwergewicht des Debt-Management in Richtung einer Liquiditats- 
abschépfung. Inzwischen stellte sich immer deutlicher heraus, daB 
die schwierigsten Fragen des Debt-Management in den Nieder- 
landen nicht im Bereich des eigentlichen Staatshaushalts, sondern 
vielmehr im Bereich der lokalen (kommunalen) Behdrden zu finden 
sind; Fragen, die keineswegs rein technischer Art sind, sich aber 
nur im weiten Rahmen des Finanzausgleichs zwischen Staat und 
Gemeinden lésen lassen. 


A. Das Debt-Management im Zeitraum der monetaéren Sanierung 
(1945—1950) 

Das Debt-Management stellte sich wahrend der ersten Nach- 
kriegsperiode in den Dienst der Bekampfung und Vernichtung der 
Uberliquiditat, die in den Handen von Unternehmen, Konsumenten 
und Banken aufgespeichert war, und zwar in der Gestalt von pri- 
maren Liquiditaten (Geld), sekundaren Liquiditaéten (Schatzwech- 
seln u.a.) und tertiaren Liquiditaten (langfristigen Staatsobligationen 
u.a). Die hervorragendsten Instrumente im Kampf um die monetare 
Sanierung waren aber die seit 1945 getroffenen Blockierungs- und 
Deblockierungsmafnahmen, im Zusammenhang mit dem meist 
wichtigeren Sanierungsverfahren: der endgiiltigen Elimination der 
Uberliquiditét mittels ausserordentlicher Steuern (einmalige Ver- 
mégensabgabe und einmalige Wermégenszuwachssteuer). Dieser 
Ma8nahmen-Komplex laB8t sich hier nicht eingehend beschreiben. 
Der Hinweis mége geniigen, daB es nur dadurch méglich gewesen 
ist, etwa im Jahre 1950 das innere und dufere monetare Gleich- 
gewicht wiederherzustellen, und daB neben den eigentlichen Sa- 
mierungsmaBnahmen andere Faktoren in bedeutendem MaBe zur 
Abschépfung der Uberliquiditat beigetragen haben, so das unver- 
mutete Tempo der Produktionsausdehnung und die damit verkniipfte 
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Vermehrung des Liquiditatsbedarfs, vor allem aber die Marshall- 
Hilfe, die wahrend der Sanierungsperiode umfangreiche liquiditats- 
abschépfende Zahlungsbilanzdefizite erméglichte. 

Wie aus Anlage I hervorgeht, hat sich im Zeitraum 1945—1950 
der Nennbetrag der gesamten niederlandischen Staatsschuld nur 
ziemlich wenig geandert. Da sich aber im Jahre 1949 die nominelle 
Staatsschuld infolge der Devaluation des Guldens um etwa eine 
Milliarde Gulden erhéhte, zeigen die Ziffern eine wesentliche Sen- 
kung der Staatsschuld, die ihre Ursache in Haushaltsiiberschiissen 
seit 1948 hat. Die niederlandischen Gemeinden dagegen sahen ihre 
Gesamtschuld im Zeitraum 1945—1950 nicht unbedeutend in die 
Héhe gehen (Anlage IV). 

Die Hauptkennzeichen des eigentlichen Debt-Management, bei 
dem nicht die Entwicklung der Gesamtschuld, sondern die Zusam- 
mensetzung der Schulden im Vordergrund steht, lassen sich fiir die 
Sanierungsperiode folgenderweise zusammenfassen: 

a. Die Aufnahme von Staatsanleihen im Auslande — eine Neuer- 
scheinung in den Finanzen des Kénigreichs — war angesichts der 
Produktions- und Zahlungsbilanzlage nicht zu umgehen. Die auBere 
Staatsschuld erreichte im Jahre 1949 ihren Héhepunkt, auch wenn 
man dem Einflu&8 der Devaluation Rechnung tragt (Anlage I). Wie! 
aus Anlage I° hervorgeht, spielten die kurzfristigen Auslandsanleihen| 
(Laufzeit bis 5 Jahre) in der Sanierungsperiode noch eine ziemlich| 
bedeutende Rolle neben den iiberwiegenden langfristigen Anleihen 
(5—35-jahrige Anleihen, zum gréBten Teil bei Regierungen und 
internationalen Instituten aufgenommen, teilweise auch an auslan- 
dischen Kapitalmarkten emittiert). 

b. Das Debt-Management am _ niederlandischen Kapitalmark 
wahrend der Sanierungsperiode ist oft als eine Art ,,Politik de 
billigen Geldes’’ bezeichnet worden. Dieser Ausdruck ist aber, unte 
Beriicksichtigung des Sprachgebrauchs, nicht unbedingt zutreffend 
Von einer aktiven Politik im iiblichen Sinne, d.h. im Sinne von groB 
ziigigen Stiitzungskaufen am offenen Markt, war gar nicht die Rede! 
Die Lage war vielmehr derartig, daB der Staat die Uberliquiditat, 
wenn auch in Gestalt blockierter Guthaben, fiir Konsolidations- unc 
Konversionsoperationen zu niedrigen Zinssatzen ausniitzte, | 

Inhaber von blockierten Guthaben wurden in den Stand gesetzt 
ihre Guthaben in langfristige, vorlaufig blockierte (unverkaufliche 
Staatsschulden anzulegen. Ab 1946 wurden auf diese Weise etw: 
Hfl. 1830 Millionen in das 3-prozentige Staatsschuldbuch-194 


DEBT-MANAGEMENT IN DEN NIEDERLANDEN SEIT 1945 81 


(Héchstlaufzeit: 36 Jahre, ab 1949 véllig iibertragbar) eingetragen; 
ab 1948 wurden noch etwa Hfl. 90 Millionen der blockierten Gut- 
haben in ebenso vorlaufig unverkaufliche 314-prozentige Staats- 
obligationen (Héchstlaufzeit: 50 Jahre) und 3-prozentige Staats- 
obligationen (Héchstlaufzeit: 20 Jahre) angelegt. 

Zwei groBziigige Konversionen fanden in den Jahren 1947 und 
1948 statt. Im Jahre 1947 konnte faktisch von einer Zwangskonversion 
gesprochen werden, da die Inhaber aller 4-, 314- und 3-prozentigen 
Vorkriegsanleihen (insgesamt etwa Hfl. 2750 Millionen) vor die 
Wahl gestellt wurden, entweder eine 40-jahrige, verkaufliche Staf- 
felanleihe (3 % wahrend der ersten 10 Jahre, 3144:% nachher) zu 
zeichnen oder den zu 244 % verzinsten Tilgungsbetrag auf ein vor- 
laufig blockiertes Konto iiberweisen zu lassen. Der Erfolg ist leicht 
zu erraten. Im Jahre 1948 konnte eine 3—314-prozentige Staffel- 
anleihe aus dem Jahre 1938 (Restbetrag: Hfl. 1225 Millionen) auf 
der Grundlage der Freiwilligkeit konvertiert werden, und zwar zum 
groBten Teil (Hfl. 1140 Millionen) in eine fixe, 3-prozentige An- 
leihe (véllig tilgbar im Jahre 1964, vorzeitig nur ab 1962) und zu 

einem geringeren Teil (Hfl. 360 Millionen) in eine 314-prozentige 
50-jahrige Anleihe, so da8 im ganzen auch noch Hfl. 275 Millionen 
konsolidiert wurden. 

Unter der Hand wufte der Staat in den Jahren 1947 bis 1950 
verschiedene 3—314-prozentige und 314-prozentige Anleihen bei 
den groBen Anlage-Instituten unterzubringen. Im Jahre 1950 wurde 

eine 314-prozentige Obligationsanleihe emittiert. 

Eine sehr betrachtliche, aber sich allmahlich lockernde Kursstiitz- 
ung erfuhr die Staatsschuld wahrend der Sanierungsperiode wegen 

_des Umstandes, daB die einmaligen, auSerordentlichen Steuern — 
ebenso wie ,,alte’” Steuern — mittels Einlieferung von Staatsschuld- 
titeln (al pari) bezahlt werden konnten. 

Eine besondere Attraktion war mit einer 3-prozentigen 40-jahrigen 
Anleihe verbunden, die ab 1947 bis zum Zeitpunkt der Gulden- 
Devaluation (September: 1949, vgl. Anlage I, FuBnote 3) zur Zeich- 
nung aufgelegt wurde, und zwar nur fiir die Wiederanlage des 
Erléses von Verkaufen von U.S.-Dollarwerten. Diese Anleihe lautet 
auf Dollar (insgesamt $98 Millionen), ist aber seitens des Staates 

_nur in Gulden zahlbar. 
Zusammenfassend kann gesagt werden, daB die niedrige Zins- 
‘hdhe wahrend der Sanierungsperiode (vgl. Anlage II) nicht einer 
aktiven Politik des billigen Geldes im iiblichen Sinne des Wortes, 
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sondern den auferordentlichen, voriibergehenden Liquiditatsverhalt- 
nissen zuzuschreiben war. 

c. Besondere MaBnahmen zur Sicherung der Rentabilitat und 
Liquiditat von Lebensversicherungsgesellschaften, Pensionfonds, | 
Sparkassen u.a. waren im Zeitraum der monetadren Sanierung erfor- 
derlich. 

Den Lebensversicherungsgesellschaften und Pensionfonds gegen- 
iiber spielten hinsichtlich der Pramienreserven in der Zeitspanne © 
niedriger Zinssatze Rentabilitatserwagungen eine vordringliche Rolle. | 
Der Staat war nicht bereit, sich in diesem Zeitraum auf lange Frist 
zur Zahlung damals ungewohnlicher Zinsen zu verpflichten. Den 
erwahnten Gesellschaften und Fonds wurde deshalb im Jahre 1946 | 
die Gelegenheit zur Zeichnung besonderer, 314-prozentiger, 5-jah- | 
riger, unverkauflicher Schatzanweisungen geboten, die nach 5 Jahren | 
nur fiir eine Umwandlung in langfristige Staatsschuldtitel verwend- 
bar waren. Insgesamt wurden Hfl. 323 Millionen in dieser Weise 
angelegt. Faktisch waren diese Schatzanweisungen deshalb eine Art | 
konsolidierte, immerhin langfristige Schuld. *) 

Den Sparkassen gegeniiber iiberwogen Liquiditatserwagungen. | 
Diese Institute wurden wahrend der Sanierungsperiode in den Stand | 
gesetzt, Gelder auf ein ,,Liquiditatskonto” beim Schatzamt zu iiber- | 
weisen, und zwar mit einer je nach der Dauer des Schuldverhalt- | 
nisses ansteigenden Verzinsung. Faktisch konnte auch hier von 
Halb-Konsolidation gesprochen werden. 

d. Die Geldmarktpolitik des Staates wahrend der Sanierungs- 
periode spiegelte die auBerordentlichen Umstande in merkwiirdiger 
Weise wider. Im Rahmen der monetaéren SanierungsmaBnahmen 
zwecks Drosselung der enormen Liquiditat der Banken — bei denen 
sich anfangs nahezu das ganze nationale Geldvolumen in blockierter 
Form konzentriert hatte — betrieb der Staat eine Geldmarktpolitik, | 
die wegen ihrer groBziigigen Abschépfungsart vielleicht als eine 
,,Politik des teuren Geldes’’ bezeichnet werden kann. 

Am charakteristischsten fiir die auSerordentlichen Verhaltnisse 
war der Umstand, dafB die ,,Politik des offenen Marktes” nicht von 


1) Es sei darauf hingewiesen, daB in den Ziffern fiir die innere kurzfristige’ 
Schuld — vgl. Anlagen I und I° — nebst diesen besonderen Schatzanweisungen| 
auch andere, mehr iibliche Formen ,,halb-konsolidierter'’ Schuld enthalten sind, so 
einige Hunderte von Millionen Gulden, die von éffentlichen Versicherungs- und 
Anlage-Instituten gesetzmaBig auf ,,Vor-Subskriptionskonto” beim Schatzamt tiber- 
tragen worden sind. 
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der Zentralbank, sondern von dem Staat gefiihrt wurde, da nur der 
Staat imstande war, dem Geldmarkt in einem so gro®en AusmaB 
Schatzwechsel zuzufiihren, wie es zur Eindammung des Bankkredit- 
potentials (und nebenbei auch zur Stiitzung der Rentabilitat der 
Banken) erforderlich war. 

Nachdem im Sommer und Herbst des Jahres 1945 wegen des 
enormen Zuflusses von — vorlaufig blockierten — Geldern in die 
Banken den Banken auBerordentlich groBe Betrage kurzfristiger 
Schatzwechsel vom Schatzamt zur Verfiigung gestellt worden waren 
(vgl. Anlage I®), wurde der Verkauf von Schatzwechseln seitens 
des Staates wahrend der Periode der initialen Deblockierungen ein- 
gestellt. Ab Mai 1946 bis Mitte 1952 erklarte das Schatzamt ”) 
sich aber laufend bereit, dem Geldmarkt Schatzwechsel (beinahe 
ausschlieBlich Jahrespapiere) zu festen Diskontsatzen zur Verfiigung 
zu stellen, ungeachtet des unmittelbaren Finanzbedarfs des Staates. 
Ingefolge der sich aus dieser Politik ergebenden Liquiditatsakkumu- 
lation im Schatzamt, war in den betreffenden Jahren der Stand 
der ,,netto” schwebenden Schuld oft viel giinstiger als aus den Zif- 
fern der ,,brutto’’ schwebenden Schuld (vgl. Anlagen I und I*) 
hervorgeht. 

Die offiziellen Diskontsatze fiir den Verkauf von Schatzwechseln 
through the tap” Anderten sich in der Periode 1946—1952 nur 
einmal (vgl. Anlage III). Die Diskontsatze fiir Papiere mit kiirzerer 
Laufzeit als ein Jahr waren im offenen Markt regelmafig héher als 
die offiziellen (meistens nominellen) Diskontsatze fiir diese Fristen, 
da die Geldgeber den Jahrespapieren meistens den Vorzug gaben, 
so daB immer wieder Papiere mit kiirzeren Laufzeiten auf dem Markt 
angeboten wurden (vgl. Anlage II). 

Der erwahnte Verkauf von Schatzwechseln brachte diese Titel 
zum Teil auch in die Hande von Unternehmen auBerhalb des Kredit- 
sektors. Dieser Teil der schwebenden Schuld war seiner Natur nach 
iiberhaupt nicht konsolidierbar, weil es sich hier um voriibergehende 
Anlage von Betriebsliquiditaten handelte. 

Ab Mitte 1946 wurde der erste Schritt auf dem Wege zur end- 
giiltigen ,,Konsolidierung’’ (d.h. einer bedeutenden Verlangerung 
der mittleren Laufzeit) des als mehr oder weniger permanent zu be- 


2) In den Niederlanden ist der Verkauf von Schatzwechseln u.4. im Namen des 
Finanzministers (Den Haag) in den Handen des ,,Agenten des Finanzministeriums”’ 
(Amsterdam), der mit allen technischen Operationen im Bereich der Staatsschuld 
beauftragt ist. 
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trachtenden Teils der groBen Schatzamtnotenbestande der Kredit- 
institute getan. Nur fiir Banken und Sparkassen wurden 2-prozen- 
tige, 3-jahrige und 214-prozentige, 5-jahrige Schatzanweisungen zur 
Verfiigung gestellt, die vorlaufig — angesichts der allgemeinen 
Blockierungsmafnahmen — nur im gegenseitigen Verkehr dieser 
Institute verkauflich waren. In den Ziffern fiir den Stand der 
Schatzanweisungen wahrend der Sanierungsperiode (Anlage I) sind 
neben diesen Schatzanweisungen auch zwei Kategorien auBerordent- 
licher Schatzanweisungen einbegriffen: erstens die schon oben 
erwahnten unverkauflichen Schatzanweisungen fiir Lebensversiche- 
rungsgesellschaften und Pensionfonds (Héchstbetrag: Hfl. 323 Mil- 
lionen) und zweitens die im Jahre 1946 fiir Inhaber von blockierten 
Guthaben (nur Einzelpersonen) zur Verfiigung gestellten 214-pro- 
zentigen ,,Sparzertifikate’” (Hfl. 117 Millionen). 

Fiir durchgreifende MaBnahmen zur ,,Konsolidation” des ,,eiser- 
nen” Schatzwechselbestandes der Banken war inzwischen die Zeit 


noch nicht gekommen. Erst im Zeitraum der Normalisierung nach — 
1950 wurde dieses Problem im Rahmen eines MaBnahmenkomplexes | 
zur Férderung der Effektivitat der Kreditpolitik der Zentralbank — 


tatkraftig angepackt. 

e. Das Debt-Management im Bereich der Finanzverwaltung der 
Gemeinden und Provinzen wurde wahrend der Sanierungsperiode 
in starkerem MaBe als zuvor unter die Uberwachung der Zentral- 
regierung gestellt. Wegen der relativ geringen quantitativen Bedeu- 
tung des Debt-Management im Bereich der Provinzen *) kénnen die 
weiteren Darlegungen fiir die beiden Hauptphasen der Nachkriegs- 
entwicklung auf die Gemeindeschulden beschrankt bleiben. 

Das wichtigste Instrument einer zentralen Regulierung der kom- 
munalen Anleihepolitik wurde das im Herbst des Jahres 1945 in 
Kraft getretene sog. ,,Zinsengamma’’: eine Liste von Héchstzins- 
satzen fiir Gemeinden und Provinzen (vgl. Anlage V). Dieses 
Zinsengamma ist formell keineswegs eine Anordnung der Zentral- 
regierung. Da aber alle Gemeinde-Anleihen der Genehmigung der 
Provinzialbehérden unterworfen sind und durch Kéniglichen ErlaB 
Gemeindeverordnungen, sofern sie in Widerspruch zu dem 6ffent- 
lichen Wohl stehen, aufgehoben werden kénnen, sind zentrale 
Richtlinien fiir die Provinzialbehérden — mittels Zirkulare seitens 


3) Am Ende des Jahres 1959 stellte sich z.B. die Gesamtschuld der Provinzen 
auf nur Hfl. 559 Millionen, die Gesamtschuld der Gemeinden auf Hfl. 13.252 Mil- 
lionen. 
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der Finanz-~ und Innenminister —_ wirksame Instrumente in den 
Handen der Zentralregierung. Das sog. Zinsengamma ist ein her- 
vorstehendes Beispiel der ,,Zirkular-Regierung” der Nachkriegszeit. 

Das Zinsengamma, als Instrument zur Verhinderung von Zins- 
treiberei in Zeiten knappen Angebots am Kapitalmarkt, kann seine 
Rechtfertigung in dem Umstand finden, das die ungefahr tausend 
niederlandischen Gemeinden am Kapitalmarkt — wo sie nicht nur 
Obligationen emittieren, sondern in viel gro6Berem Ausmafi Anleihen 
unter der Hand abschlieBen — einer seit den 30er Jahren ziemlich 
stark kartellierten Anzahl grofer Anlage-Institute gegeniiber stehen. 
Das bedeutet aber, daf das Zinsengamma grundsatzlich den Markt- 
verhaltnissen angepa&t werden sollte und da, wenn in Zeiten eines 
angespannten Kapitalmarktes eine Prohibitivwirkung des Zinsen- 
gammas erstrebt wird, doch wenigstens eine monetaér gesunde Finan- 
zierung des strukturell notwendigen, nicht konjunkturell-manipulier- 
baren Teils der gemeindlichen Investionen sicher gestellt werden 
sollte. 

Wahrend der Sanierungsperiode mit ihrer Uberliquiditat hatte das 
gemeindliche Debt-Management nur geringe Schwierigkeiten zu 
tberwinden (vgl. Anlage IV). Die Ausdehnung der Gemeinde- 
schulden spiegelte die Expansion der im Kriege teilweise unter- 
bliebenen Investitionstatigkeit wider, ohne das Verhdltnis zwischen 
schwebender und konsolidierter Schuld zu beeintrachtigen. 

Im Jahre 1948 wurde aber seitens der Zentralregierung eine Ma8- 
nahme getroffen, die fiir die Zukunft des gemeindlichen Debt- 
Management groBe Gefahren mit sich brachte. Die Gemeinden 
finanzierten seit dem Kriege einen grofen Teil (meistens ungefahr 
die Halfte) des ganzen niederlandischen Wohnungbauprogrammes, 
sei es in Form eigener Investitionen, sei es in Form von Investitionen 
durch Wohnungsbaugenossenschaften. Bis zum Jahre 1948 brauch- 
ten die Gemeinden fiir diese Finanzierung nicht selbst an den 
Kapitalmarkt heranzutreten, weil aus dem Staatsbudget langfristige 
Wohnungsbauanleihen den Gemeinden zur Verfiigung gestellt wur- 
den. Im Jahre 1948 wurde dieses Verfahren aber, offenbar zwecks 
Entlastung des Staatsbudgets, beendet und die Gemeinden wurden 
auch fiir die Wohnungsbaufinanzierung auf den Kapitalmarkt ver- 
wiesen. Erst nach dem Ende der Sanierungsperiode sollten die 
Folgen dieser Anderung immer deutlicher sichtbar werden. 

f. Zum SchluB seien noch zwei technische Anderungen im staat- 
lichen Debt-Management erwahnt, die zwar wahrend der Sanie- 
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rungsperiode stattfanden, aber als dauerhaft betrachtet werden 
diirfen. Beide betreffen die Technik der staatlichen Emission lang- 
fristiger Anleihen. Erstens wurde die ,,Guichet’~Funktion der 
Banken eingeschrankt, da seit dem Kriege der Agent des Finanz- 
ministeriums in Amsterdam selbst diese Funktion tibernommen hat, 
wobei die Einreichung der Zeichnungsformel noch immer durch 
Vermittlung der Banken und Effektenmakler — die nur noch eine 
sehr m&Bige Provision erhalten — stattfinden mu8. Zweitens sind 
seit dem Jahre 1948 fiir alle neuen inlandischen Staatsanleihen sog. 
Schuldregister eingefiihrt worden. Die groBen Anlage-Institute kén- 
nen seitdem statt Obligationen Eintragungen in die Register (Min- 
destbetrag: Hfl. 100.000) erwerben, die sie jederzeit beim Schatzamt 
in Obligationen umwandeln lassen kénnen. Die Kostenvorteile sind 
deutlich. 


B. Das Debt-Management seit 1950 

Wenn wiederum versucht wird, die Hauptkennzeichen des nieder- 
landischen Debt-Management zusammenzufassen, jetzt fiir die in 
monetarer Hinsicht mehr normale — allerdings von ziemlich starken 
konjunkturellen Schwankungen beeinfluBte — Periode seit etwa 
1950, so sind folgende Entwicklungen erwahnenswert: 

a. Das Debt-Management im Bereich der auBeren Staatsschuld 
erstrebte zunachst eine Senkung der AuSenschuld (vgl. Anlage I°). 
Ab 1952 wurden keine neuen langfristigen Auslandsanleihen mehr 
aufgenommen. In Zeiten iiberfliissigen Kapitalangebots, was sich in 
verschiedenen Jahren in groBziigigen Privatverkaufen von Effekten 
ans Ausland offenbarte, versuchte der Staat wenn méglich und 
mehrere Male mit Erfolg, die giinstige Entwicklung des Kapital- 
marktes und der Zahlungsbilanz zur vorzeitigen Tilgung duferer 
Staatsanleihen auszunutzen. Der dazu erforderliche Entzug von 
Gelaern aus dem Kapitalmarkt — bisweilen auch aus Budgetiiber- 
schiissen — lieferte also einen Beitrag zur Neutralisierung der aus 
dem Kapitalimport hervorgehenden monetar-expansiven Wirkungen. 
Im Jahre 1959 wurde iiberdies eine Konvertierung der a4uferen in 
eine innere Schuld zur Minderung der Bankenliquiditat benutzt: 
Staat und Zentralbank férderten die Ubernahme des Restbetrags 
einer im Jahre 1947 von der Weltbank an den niederlandischen 
Staat gewahrten 314-prozentigen, 25-jahrigen Anleihe (Restbetrag: 
$ 54.5 Millionen und Belg. Fr. 15,4 Millionen) durch ein Konsortium 
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niederlandischer Banken, welche die erhaltenen Schuldtitel (in Dol- 
lar und Belg. Fr.) in ein besonderes Schuldregister eintragen lassen 
muBten, ohne die Méglichkeit des Umtausches in Obligationen zu 
haben. 

Kurzfristige Auslandsanleihen wurden nach dem Jahre 1952 nur 
ausnahmsweise aufgenommen, und zwar nur in den Jahren 1956 
und 1957, als wegen voriibergehender inflatorischer Tendenzen und 
Zahlungsbilanzdefiziten eine IMF-Accomodation in Anspruch ge- 
nommen wurde und voriibergehend Schatzwechsel an auslandische 
Zentral- und Privatbanken abgegeben wurden. 

b. Das staatliche Debt-Management am niederlandischen Kapital- 
markt ist seit 1950 durch eine aktivere Konsolidierungspolitik ge- 
kennzeichnet. Nach der Uberwindung der Korea-Krise, die Mitte 
1950 eine ziemlich kurze Schwankung der Giitervorrate im Lande 
und demzufolge auch eine Schwankung in der Zahlungsbilanz und 
am Kapitalmarkt ausléste — und die auch eine Expansion des Mili- 
tarbudgets verursachte, deren Finanzierung mittels Steuern und 
Ausgabensenkungen faktisch der Ausdehnung des Militarprogramms 
vorausging — war der Staat regelmafig im Stande, Konsolidations- 
operationen auszuftihren. Die Verzinsung wurde den Marktverhalt- 
nissen angepaBt, was eine allma&hliche Erhéhung gegeniber der 
Sanierungsperiode mit sich brachte (vgl. Anlage II). 

Mehr und mehr machte sich der Einflu8 der Kapitalimporte mittels 
Privatverkdufen von Effekten ans Ausland bemerkbar, Das Kon- 
solidierungsverfahren wurde deshalb — in den letzten Jahren eben 
in ziemlich starkem MaBe — zielbewu8t zur Abschépfung von 
Liquiditatszufliissen zum Kapitalmarkt (Zufliisse auslandischer Her- 
kunft, d.h. iiber die Kapitalrechnung der Zahlungsbilanz) benutzt. 

Im Jahre 1956 und namentlich im Jahre 1957 ergaben sich neue 
inflatorische Tendenzen, diesmal infolge einer Kumulierung inne- 
rer expansiver Krafte wie Lohnerhéhungen, Steuersenkungen und 
schnell steigende Investierungen. Diese Tendenzen wurden ziemlich 
bald mittels budgetérer MaBnahmen iiberwunden. Da aber — wie 
unten naher erdrtert werden wird — das inflatorische Finanzierungs- 
verfahren sich insbesondere im Bereich der Schuldpolitik der 
Gemeinden konzentriert hatte, schrankte der Staat seine Konsoli- 
dierungsoperationen in den Jahren 1957 und 1958 wohlbewuBt ein, 
um den Gemeinden mehr Gelegenheit fiir ihre Schuldenkonsolidation 
zu geben. 

Namentlich seit dem Anfang des Jahres 1959 ist die Konsolidie- 
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rungspolitik in sehr starkem Mafe auf Abschépfung von Liquiditat 
auslandischer Herkunft gerichtet. Es entwickelte sich ein Zusam- 
menspiel zwischen dem Staat und der ,,Bank der Niederlandischen 
Gemeinden”, im Rahmen derer die Liquiditatsabschépfung sowohl 
dem Konsolidationsbedarf des Staates als auch dem der Gemeinden 
dienstbar gemacht wurde. 

Inzwischen zielte der Staat auch bewuBt auf eine Verlangerung 
der mittleren Laufzeit seiner Schulden ab (vgl. Anlage I*). Interes- 
sant ist in dieser Hinsicht vor allem die Heraufkonvertierung 
(Arrosierung) im Jahre 1959. Um zu verhindern, da’ die oben er- 
wahnte fixe 3-prozentige Anleihe von 1948 (nur tilgbar ab 1962, 
vollig zu tilgen 1964; Restbetrag nach Verwendung eines kleinen 
Teiles fiir Steuerzahlungen in der Sanierungsperiode: Hfl. 1096 Mil- 
lionen) hinsichtlich ihrer faktisch festen Restlaufzeit von 5 Jahren 
wegen ihrer Attraktivitét in groBem AusmaB am Geldmarkt moneti- 
siert wiirde, emittierte der Staat eine 414-prozentige, 25-jahrige An- 
leihe (mit regelmaBigen Tilgungen), welche nicht nur mit Geld, 
sondern auch mittels Einlieferung von Obligationen der erwahnten 
1962—1964 Anleihe gezeichnet werden konnte. Insgesamt wurden 
Hfl. 400 Millionen in Geld und Hfl. 791 Millionen in Obligationen 
1962—1964 gezeichnet, so da nur etwa Hfl. 300 Millionen der 
Anleihe 1962—1964 iibrig blieben. 

c. Die Geldmarktpolitik des Staates spiegelte sehr deutlich die 
Normalisierung der Verhdltnisse nach dem Ende der monetiaren 
Sanierung wider. Wie oben erwdhnt wurde, hatte wahrend der 
Sanierungsperiode nur der Staat eine Offen-Markt-Politik betreiben 
kénnen. Der Ubergang zu normalen Verhaltnissen, d-h. zur Uber- 
tragung der Offen-Markt-Politik an die Zentralbank, vollzog sich 
in den Jahren 1952—1954. In diesem Zeitraum kam auch das Gesetz 
iiber die Kreditkonirolle zustande (1952), das die Niederlandische 
Bank in den Stand setzte, ihre Verantwortlichkeit fiir die Kredit- 
politik den Privatbanken gegeniiber wieder véllig zu iibernehmen, 
jetzt nicht nur mittels Diskontpolitik und Offen-Markt-Politik, son- 
dern auch, wenn nétig, mittels Auferlegung kreditpolitischer Anord- 
nungen. Meistens kommen die KreditregulierungsmaBnahmen der 
Zentralbank aber nicht in der Form von Anordnungen, sondern 
mittels ,,Gentleman’s Agreements” (eine Form, die im Jahre 1956 
auch im erwahnten Gesetz als die normale Form anerkannt wurde) 
zustande. 

Zwei Bedingungen muBten erfiillt sein, bevor der erwahnte Uber- 
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gang der Offenmarktpolitik vom Staat an die Zentrallbank véllig 
durchgefiihrt werden konnte. Erstens war eine geniigende ,,masse 
de manoeuvre” an Schatzwechseln in den Handen der Zentralbank 
erforderlich. Zweitens erforderte die Effektivitat der Kreditpolitik 
der Zentralbank eine Verringerung der Bankenliquiditat. Der eigent- 
liche monetére SanierungsprozeB hatte zwar die Frage der Ab- 
schépfung des Geldiiberflusses bei Betrieben und Konsumenten, aber 
keineswegs die Frage der Abschépfung der Uberliquiditat der Ban- 
ken — in Form grofer Bestande an kurzfristigen Schatzwechseln — 
gelést. 

Nachdem die Zentralbank im Jahre 1951 wahrend der Korea-Krise 
Stiitzungskaufe am Geldmarkt ausgefiihrt hatte, wurden Mitte 1952 
die ersten Grundlagen fiir eine nach zwei Seiten wirkende Offen- 
Markt-Politik der Bank geschaffen. Zufolge einer Vereinbarung 
zwischen Finanzminister und Zentralbank wurde der Restbetrag 
des laut RM-Abkommens vom Jahre 1947 in den Handen der 
Zentralbank befindlichen Schatzwechselbestandes (Hfl. 1500 Mil- 
lionen; vgl. Anlage I, Fufnote 2 und Anlage 1*) als ,,.masse de 
manoeuvre” fiir die Offen-Markt-Politik der Zentralbank zur Ver- 
fiigung gestellt. Im Prinzip sollte das Schatzamt sich hinfort det 
Offen-Markt-Verkaufe enthalten und sich auf die Emission von 
Schatzwechseln und Schatzanweisungen zur Deckung des zeitwei- 
ligen Finanzbedarfs beschranken. 

Zur gleichen Zeit begann das Schatzamt mit der Férderung der 
allmahlichen ,,Halb-Konsolidierung’” der kurzfristigen Schulden. 
Eine Verlangerung der mittleren Laufzeit lag sowohl im Interesse 
der Finanzpolitik — zwecks Einschrankung des Finanzierungsrisikos 
beim Verfall der Fristen — als auch im Interesse der Effektivitat 
der Zentralbankpolitik. Mittels VergréRerung der Zinsspanne zwi- 
schen Jahrespapieren (Schatzwechseln) einerseits und 3- und 5-jah- 
rigen Papieren (Schatzanweisungen) andererseits (vgl. Anlage III) 
wurde der Verkauf von Schatzanweisungen angeregt und zwar, 
wie die Ziffern von Anlage I® zeigen, mit Erfolg. Verschiedene Male 
wurden iiberdies bei den Schatzwechseln MaBnahmen getroffen zur 
Férderung einer gleichmafigeren Verteilung der Falligkeitstermine 
iiber das Jahr hin, vornehmlich durch die Méglichkeit der Umwand- 
lung kurzfristiger in Jahrespapiere. 

Es stellte sich aber bald heraus, daB die beabsichtigte Arbeits- 
teilung zwischen Schatzamt und Zentralbank in einem starken 
auslandischen Einfliissen ausgesetzten Land nicht befriedigend zu 
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verwirklichen war, solange die Kreditpolitik der Zentralbank sich 
hauptsachlich auf die Offen-Markt-Politik stiitzen muBte. Infolge 
der groBen Liquiditatszufliisse auslandischer Herkunft (Zahlungs- 
bilanziiberschiisse) war die ,,masse de manoeuvre” der Zentralbank 
schon bald unzulanglich. Der betreffende Schatzwechselbestand der 
Zentralbank war schon im Friihjahr 1953 erschépft und muBte 
mittels teilweiser Umwandlung der Buchschuld des Staates gegen- 
iiber der Zentralbank (vgl. Anlage I, FuBnote 2) in Schatzwechsel 
erganzt werden. 

Im Februar 1954 wurden in enger Zusammenarbeit von Staat und 
Zentralbank mehrere MaBnahmen getroffen, durch die das Norma- 
lisierungsverfahren hinsichtlich der Offen-Markt-Politik zum Ab- 
schlu8 kam. Im Rahmen eines ,,Gentleman’s Agreement’”’ zwischen 
der Niederlandischen Bank einerseits und den Werbanden der 
Handelsbanken und Agrarkreditbanken andererseits wurden eine 
dauerhafte, aber flexible Mindestkassenreservepolitik und die Grund- 
lagen einer eventuell notwendigen, durchgreifenderen Kreditpolitik 
der Zentralbank vereinbart; allen Banken, die diesem ,,Gentleman’s 
Agreement” beitraten, wurde die Gelegenheit zur Zeichnung be- 
sonderer Staatsschuldscheine, sog. ,,Schatzamtzertifikate”, mittlerer 
Laufzeit geboten (in der Finanzverwaltung und auch in den Ziffern 
von Anlage I als innere konsolidierte Schuld rubriziert): 8-jahrige 
254-prozentige, 10-jahrige 234-prozentige und 12-jahrige 27,-pro- 
zentige Zertifikate, nur tilgbar am Ende der Laufzeit. Diese Zertifi- 
kate sind nur im wechselseitigen Verkehr der betreffenden Banken 
verkauflich, so daB das Bankwesen als Ganzes nicht imstande ist, 
durch den Verkauf dieser Papiere seine Liquiditét im Hinblick auf 
eine Kreditexpansion auszudehnen. Insgesamt wurden Hfl. 1200 
Millionen gezeichnet. 

Auf diese Weise wurden zur gleichen Zeit die Grundlagen fiir 
eine Erleichterung des Debt-Management seitens des Schatzamtes, 
fiir eine VergréRerung der Effektivitat der Kreditpolitik der Zentral- 
bank und fiir eine Stiitzung der Offen-Markt-Politik mittels anderer 
kreditpolitischer Instrumente — insbesondere mittels der Mindest- 
kassenreservepolitik — geschaffen. Namentlich hinsichtlich der Ab- 
schépfung von Bankenliquiditét auslandischer Herkunft (d.h. aus 
Uberschiissen in der laufenden Rechnung sowie in der Kapital- 
rechnung der Zahlungsbilanz) hat sich seitdem die Mindestkassen- 
reservepolitik der Zentralbank als ein sehr bedeutendes Instrument 
neben der an den Umfang des Schatzwechselbestandes der Zentral- 


DEBT-MANAGEMENT IN DEN NIEDERLANDEN SEIT 1945 91 


bank gebundenen Offen-Markt-Politik bewahrt. Nebenbei sei be- 
merkt, daB in den letzten Jahren auch die Anregung zur Anlage von 
liquiden Mitteln der Banken an auslandischen Geldmarkten zur 
eben erwahnten Abschépfung beigetragen hat, inbesondere seit der 
Wiederherstellung der externen Konvertibilitat der europaischen 
Wahrungen am Ende des Jahres 1958. 

Seit dem Jahre 1954 hat sich ein allmahlich mehr oder minder 
reibungsloses Zusammenspiel zwischen Staat und Zentralbank am 
Geldmarkt entwickelt. Das Schatzamt hat sich soweit wie méglich 
bei seinen Geldmarktoperationen auf eigentliche Finanzierungsma8- 
nahmen beschrankt und die Abschépfungs- und Stiitzungspolitik 
der Zentralbank iiberlassen. Wahrend sich also die volkswirtschaft- 
liche Liquiditatsbeeinflussung seitens des Staates iiber die Budget- 
und Kapitalmarktpolitik vollzog, bemiihte sich die Zentralbank ins- 
besondere um die Liquiditatsbeeinflussung am Geldmarkt auf Grund 
ihrer eigenen Verantwortlichkeit fiir die Entwiclung des Kredit- 
volumens der Privatbanken. 

Infolge der Ausdehnung des Instrumentariums der Zentralbank, 
inbesondere mit der Mindestkassenreservepolitik, hat sich die ,,masse 
de manoeuvre” fiir die Offen-Markt-Politik im allgemeinen als hin- 
reichend erwiesen. Im Laufe des Jahres 1958 sind die letzten aus 
dem RM-Abkommen-1947 stammenden Schatzwechsel von der Zen- 
tralbank verkauft worden (vgl. Anlage I®), aber andererseits hat 
die Zentralbank mittels Stiitzungskaufen und besonderer Trans- 
aktionen ihren Bestand wieder auffiillen kénnen. So kaufte die Bank 
z.B. im Jahre 1958 Hfl. 125 Millionen Schatzwechsel von einem der 
niederlandischen internationalen Konzerne, der einen Teil des Er- 
trages einer Emission voriibergehend in Schatzwechsel angelegt 
hatte und nachher den betreffenden Betrag fiir den Ankauf von 
Fremdwahrungen brauchte. Stiitzungskaufe seitens der Zentral- 
bank sind sowohl aus rein markttechnischen Erwagungen (nament- 
lich bei Anspannungen am Monats- oder Jahresende, u.a. in der 
Form sehr kurzfristiger Kaufe mit Wiederverkaufsbedingung) wie in 
Perioden innerer Hochspannung (1956—1957) ausgefiihrt worden. 

Im Rahmen des erwahnten Zusammenspiels zieht sich die Zen- 
tralbank aus dem Geldmarkt zuriick, solange das Schatzamt fiir 
Finanzierungszwecke Schatzwechsel und -anweisungen anbietet. Die 
Bank operiert hauptsachlich mit Schatzwechseln. Das Schatzamt ist 
in den letzten Jahren in stets starkerem MaBe bemiiht gewesen, 
mittels der Zinsspannenpolitik die Emission von Schatzanweisungen, 
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vor allem mit 5-jahriger Laufzeit, anzuregen. Wie die Anlagen 15 
und III zeigen, hat dieses Bestreben besonders im Jahre 1959 viel 
Erfolg gehabt. 

Die gesiindere Zusammensetzung der Staatsschuld, sowohl hin- 
sichtlich des Verhatnisses zwischen konsolidierter und schwebender 
Schuld wie auch hinsichtlich der mittleren Laufzeit beider Schuld- 
formen, ist aus den Ziffern der Anlagen I, 14 und I? mit einem Blick 
ersichtlich. 

SchieBlich sei noch darauf hingewiesen, da die Technik des Ver- 
kaufs von Schatzwechseln und -anweisungen seitens des Schatzamtes 
immer wieder den Marktverhaltnissen angepaBt wird. Namentlich 
in Perioden der Knappheit am Geldmarkt, wenn wenig Notierungen 
im offenen Markt zustande kommen, wird das ,,Tender’’-System 
benutzt. Im iibrigen werden meistens Papiere zu festen Diskont- 
und Zinssatzen angeboten, entweder wdhrend eines nicht zuvor 
bestimmten Zeitraumes (,,through the tap”) oder wahrend eines 
Tages. 

d. Das Debt-Management im Bereich der Gemeinden hat gerade 
im letzten Jahrzehnt seine Unvollkommenheit zutage treten lassen. 
Ubrigens hatte sich diese Unvollkommenheit auch schon nach dem 
ersten Weltkrieg offenbart. 

Es hat sich immer deutlicher herausgestellt, daB in jedem Zeit- 
raum innerer inflatorischer Spannungen in den Niederlanden die 
inflatorische Finanzierung — d.h. die Finanzierung mittels Bank- 
kredit (sofort monetisierte Schuld) oder mittels leicht monetisier- 
barer schwebender Schuld — sich immer wieder im weitaus gréf8ten 
AusmaB im Bereich der Gemeindefinanzen konzentrierte. Immer 
wieder, in den ersten Jahren nach dem ersten Weltkrieg, ebenso 
wie in den Jahren 1951 und 1957, gibt die anormale schnelle Aus- 
dehnung der schwebenden Gemeindeschulden (vgl. Anlage IV) der 
Zentralbank AnlaB zu sehr scharfer Kritik. 

Nach der Korea-Krise erhéhte sich im Jahre 1951 der Nettowert 
der schwebenden Gemeindeschulden (kurzfristige Schulden minus 
liquide Guthaben) sehr schnell auf ungefahr eine Milliarde Gulden, 
was mehr als eine Verdoppelung in einer relativ kurzen Zeitspanne 
bedeutete. Trotz zweier Erhéhungen des ,,Zinsengammas”’ und der 
erstmaligen Einbeziehung der kurzfristigen Anleihen in dieses 
Gamma (vgl. Anlage V) waren die Gemeinden offenbar nicht im- 
stande, sich in ihrer Investierungs- und Finanzierungspolitik den 
Marktverhaltnissen hinreichend anzupassen. Die Gemeinden ver- 
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suchten, auf mancherlei Weise die Richtlinien zu umgehen, z.B. 
durch Anleihen von Betrieben gegen Zuweisung von Wohngelegen- 
| heit fiir die Angestellten, Anleihen mit fiskalisch-attraktiven varia- 
blen Zinsen, Anleihen, die von Banken ,,vorfinanziert’” wurden 
(mittels Terminverkaufen von Obligationen seitens Banken an grofe 
-Anlage-Institute, oft unter pari), usw. Auch wurden von den 
Gemeinden sog. ,,Biirgersinn-Anleihen” in kleinen Stiickelungen 
| emittiert. 

Der Staat konnte ein Abkommen mit Lebensversicherungsgesell- 
schaften und Pensionfonds (der sog. ,,groBe Kontrakt’’) zustande 
bringen, auf Grund dessen ab Mitte 1951 bis Mitte 1953 quartal- 
weise in acht Tranchen 4-prozentige 25-jahrige Anleihen den 
Gemeinden zur Finanzierung des Wohnungsbaus und komplemen- 
taren Investitionen zur Verfiigung gestellt wurden (insgesamt etwa 
Hfl. 350 Millionen). Diese Anleihen wurden von der Bank fiir 
Niederlandische Gemeinden — eine aus den ersten Jahren nach dem 
ersten Weltkrieg stammende Bank, die in normalen Zeiten haupt- 
sachlich fiir Zwecke der kleinen Gemeinden an den Kapitalmarkt 
herantritt — aufgenommen und von dieser Bank den Gemeinden 
zugeteilt. Uberdies emittierte die Bank fiir Niederlandische Gemein- 
den im Jahre 1952 fiir die Zwecke der Gemeinden drei ,,Nationale 
Wohnungsbauanleihen”: eine 414-prozentige 25-jahriye Anleihe, 
eine 22-jahrige Anleihe mit variablen Zinsen und schlieBlich ,,Zins- 
sparbriefe”’ in kleinen Stiickelungen (an zuvor bestimmten Zeitpunk- 
ten von den Inhabern einforderbar, einsch]. akkumulierter Zinsen). 

Erst spat im Jahre 1952 wurde mittels der ,,Zirkular-Regierung”’ 
eine Begrenzung der schwebenden Gemeindeschulden ,,verordnet”’: 
nur voriibergehend durfte die schwebende Netto-Schuld 25 Prozent 
des ,,Gewohnen Dienstes’’ einer Gemeinde iiberschreiten. 

Im Laufe des Jahres 1952 kam die Sanierung der Gemeindeschul- 
den unerwartet schnell zustande. Diesmal waren die Gemeinden in 
der gliicklichen Lage, einen auferordentlich schnellen Anstieg des 
Kapitalangebots ausniitzen zu kénnen, der auf zwei besondere Fak- 
toren zuriickging; der eine Faktor war ein innerer deflatorischer 
Druck infolge der Verzégerung in der Ausfiihrung des schon etat- 
maBig gedeckten Militarprogramms, der andere war ein Komplex 
.auslandischer inflatorischer Einwirkungen. Beide Faktoren zusam- 
men verursachten Zahlungsbilanziiberschiisse, die mit Ausdehnung 
‘des Kapitalmarktangebots verbunden waren. Schon im Anfang des 
Jahres 1953 war die ganze schwebende Netto-Schuld der Gemeinden 
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verschwunden und stattdessen ergab sich eine Anhaufung von 
Liquiditat in den Handen der Gemeinden. 

In den Jahren 1956 und 1957 wiederholte sich der Vorgang in 
fast genau dem doppelten Ausma8 (die schwebende Netto-Schuld 
der Gemeinden erhdhte sich auf etwa Hfl. 2 Milliarden) und ohne 
baldige Sanierungsméglichkeiten. 

Infolge der Verknappung des Kapitalmarktes wirkte das — 
unveranderte — Zinsengamma in der zweiten Halfte des Jahres 
1956 bald prohibitiv. Zwecks Sicherung des Wohnungsbaues traf 
die Zentralregierung NotmaBnahmen: zeitweilige Beseitigung der 
Héchstzinssatze fiir kurzfristige Anleihen und ebenso zeitweilige 
Beseitigung der Limitierung der schwebenden Schulden. Zum zwei- 
ten Mal kam ein ,,groBer Kontrakt” zwischen Lebensversicherungs- 
gesellschaften und Pensionfonds einerseits und der Bank fiir Nieder- 
landische Gemeinden andererseits zustande (insgesamt fiir etwa 
Hfl. 650 Millionen 414-prozentige Anleihen). 

Mitte 1957 wurde mittels der ,,Zirkular-Regierung” ein — bis 
heute gehandhabtes — Ausnahmeregime eingefiihrt: keine neuen 
Investitionen diirfen von den Gemeinden unternommen werden, 
bevor die Finanzierung durch langfristige Anleihen véllig gesichert 
worden ist (z.B. mit Hilfe von Bereitstellungsabkommen mit den 
Anliegern oder mit der Bank fiir Niederlandische Gemeinden). Die 
offizielle Limitierung der schwebenden Gemeindeschulden wurde 
derartig ‘verscharft, daB hinfort nicht die schwebende Netto-, 
sondern die Brutto-Schuld auf maximal 25 Prozent des ,,Gewohnen 
Dienstes” limitiert wurde. Tatsachlich hatte diese Obergrenze aber 
wenig Bedeutung; sie wurde sehr weit iiberschritten. 


Inzwischen erreichten die Marktzinsen in den Niederlanden eine 


fast unerhérte Hohe: mehr als 7 Prozent fiir langfristige und vor- 


iibergehend etwas mehr als 7 Prozent fiir kurzfristige Anleihen. Die 


Héchstzinssatze fiir kurzfristige Anleihen wurden ab Oktober 1957 
wieder giiltig (5% Prozent) und konnten erst allmahlich, je nach 
den Marktverhdltnissen, gesenkt werden (vgl. Anlage V). Die 
Hoéchstzinssatze fiir langfristige Anleihen blieben aber unverandert 
und wirkten damit prohibitiv. Die Bank fiir Niederlandische Gemein- 
den wurde von der Einhaltung des Zinsengammas dispensiert, so 
daB sich die ganze Kapitalansammlung fiir Zwecke der Gemeinden 
bei dieser Bank konzentrierte. Im Herbst des Jahres 1957 emittierte 
die Bank wiederum Nationale Wohnungsbauanleihen: diesmal 6-pro- 
zentige 25-jahrige Obligationen und auch wiederum Zinssparbriefe. 


DEBT-MANAGEMENT IN DEN NIEDERLANDEN SEIT 1945 95 


Der Staat gab der Bank fiir niederlandische Gemeinden im Laufe 
des Jahres 1957 ziemlich grofe Liquiditatsdarlehen, die im nachsten 
Jahr getilgt wurden. 

Seit dem Anfang des Jahres 1958 ist die Konsolidation der 
auSerordentlich erhéhten schwebenden Gemeindeschulden allmah- 
lich fortgeschritten (vgl. Anlage V) dank der Ausdehnung des 
Kapitalangebots, das aus den inneren anti-inflatorischen Budget- 
mafnahmen einerseits und aus Kapitalimporten (Effektenverkaufe 
ans Ausland) andererseits hervorging. Wie oben erwahnt wurde 
(vgl. 6): Debt-Management am niederlandischen Kapitalmarkt), ist 
in den letzten Jahren im Zusammenspiel zwischen dem Staat und 
der Bank fiir Niederlandische Gemeinden die Ausdehnung des Kapi- 
talangebots sowohl dem Konsolidationsbedarf des Staates wie dem 
der Gemeinden zugute gekommen. 

Das erwahnte Ausnahmeregime fiir die gemeindliche Finanzie- 
rungspolitik (vorherige Sicherung der Investitionsfinanzierung mit- 
tels langfristiger Anleihen; Konzentration der Finanzierung bei der 
Bank fiir Niederlandische Gemeinden mittels des Zinsengammas) 
ist bisher fast unberiihrt geblieben, weil die gesamte schwebende 
Schuld der Gemeinden die offizielle Obergrenze noch iiberschreitet. 
Nur ausnahmsweise haben die Gemeinden in den letzten Jahren 
selbstandig am Kapitalmarkt operieren kénnen. 

Von sehr groSer Bedeutung, vor allem hinsichtlich zukiinftiger 
Entwicklungen, war inzwischen der Beschlu8 der Zentralregierung, 
ab 1958 die gemeindliche Wohnungsbaufinanzierung wiederum — 
wie vor 1958 — iiber das Staatsbudget zu leiten, und zwar mittels 
Staatsdarlehen an die Gemeinden. Damit ist fiir die Zukunft ein 
betrachtlicher Teil der Finanzierungssorgen den Gemeinden genom- 
men und auf den Staat verschoben worden, wo die Verantwortlich- 
keit fiir eine monetar gesunde Finanzierungsweise weit besser 
getragen werden kann. 

Uberblickt man die Entwicklung des gemeindlichen Debt-Manage- 
ment in den verschiedenen Zeiten inflatorischer Bewegungen, so 
stellt sich heraus, daB die jedesmal auferordentlich starke Konzen- 
tration monetéar ungesunder Finanzierungen bei den Gemeinden 
keineswegs rein technischen Schwierigkeiten, sondern vielmehr einer 

‘ grundsatzlichen Konfliktsituation im Rahmen des,,Finanzausgleichs” 
zugeschrieben werden mu. Einerseits tragen die gemeindlichen 
Behérden die Verantwortung fiir viele Investitionen solch hervor- 
ragender Bedeutung, daB sie sich nur in sehr beschrankten MaBe 


96 DEBT-MANAGEMENT IN DEN NIEDERLANDEN SEIT 1945 


den Konjunkturschwankungen anpassen lassen. Andererseits fehlt 
den Gemeinden — infolge der notwendigerweise weitgehenden Ein- 
schrankung ihrer steuerpolitischen Kompetenz — die Méglichkeit, in 
Zeiten knappen Kapitalangebots die monetér gesunde Finanzierung, 
wenn nétig mittels SteuererhGhungen, zu sichern. Der Wohnungs- 
bau liefert das auffalligste Beispiel; aber auch fiir andere, teilweise 
dem Wohnungsbau komplementare, jedenfalls fiir die Infra-Struktur 
des Landes sehr wichtige Kategorien von Investitionen, gilt dasselbe. 
Eine Finanzierung eines gréferen Teiles des gemeindlichen Investi- 
tionen tiber das Staatsbudget als bisher kénnte wahrscheinlich die 
Grundlagen des gemeindlichen Debt-Management festigen. Wenn 
die Gemeinden hauptsachlich nur zur Finanzierung der leichter den 
Konjunkturschwankungen anpafbaren lokalen Investitionen an den 
Kapitalmarkt heranzutreten brauchten, wiirden die Schwierigkeiten 
des Debt-Management wenigstens ertraglich werden. 

Das Zinsengamma fiir die Gemeinden und Provinzen kann auch 
in der Zukunft eine wichtige Rolle erfillen, vorausgesetzt, da® die 
Héchstzinssatze in normalen Umstanden regelmafig den Markt- 
zinsen folgen. In Zeiten knappen Kapitalangebots kénnte dann auch, 
wie vorher, mittels der Prohibitivwirkung des Zinsengammas einer- 
seits und der voriibergehenden Konzentration der gemeindlichen 
Finanzierungen bei der Bank fiir Niederlandische Gemeinden ande- 
rerseits, eine zeitweilige Zentralverteilung der verfiigbaren Finanzie- 
rungsmittel durchgefiihrt werden. Aber nur wenn die Gemeinden 
grundsatzlich eines ziemlich groBen Teiles ihrer Finanzierungssorgen 
enthoben wiirden, diirfte es mdglich sein, den in monetar-konjunk- 
tureller Hinsicht schwachsten Teil des ganzen niederlandischen 
Debt-Management zu beseitigen. 
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Anlage I 


STAATSSCHULD DER NIEDERLANDE 
(Millionen Gulden) 


Innere kurzfr. Schuld 


Innere 


om konsoli- Sate. AuBere | Gesamt- 
Tbees dierte wechsel | Ubr.1) | Total*) Schuld 
Schuld 
u.-Anw. 
1938 554 775 3.987 
1945 7.107 2) | 15.871 2) 22.677 
1946 8.1952) | 14.158 22.661 
1947 14.289 23.531 
1948 12.988 22.668 


12.256 


tae Anlagen beim Staatsbudget; Jahresberichte iiber den Stand der Staats- 
s : 


1) Mit AusschluB von anerkanntem Kriegs- und Wassernotschadensersatz. 


2) EinschlieBlich Hfl. 4.471 Millionen Schuld an die Zentralbank fiir die Uber- 
nahme von RM-Guthaben. Laut des RM-Abkommens vom 26. Februar 1947 zahlte 
der Staat hiervon Hfl. 871 Millionen in Geld und Hfl. 2.100 Millionen in Schatz- 
wechseln an die Niederlandische Bank; die tibrigen Hfl. 1.500 Millionen wurden 
als Buchschuld des Staates an die Zentralbank registriert (und in der oben stehen- 
den Tabelle als kurzfristige Schuld rubriziert). 


3) Im September 1949 erhdhte sich die Staatsschuld infolge der Devaluation des 
Guldens dem Dollar gegeniiber um Hfl. 993 Millionen, wovon Hfl. 110 Millionen 
die innere konsolidierte Schuld (insofern in Dollar) und Hfl. 883 Millionen die 
&uBere Schuld betreffen. 
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Anlage IA 


MITTLERE LAUFZEIT DER INNEREN KONSOLIDIERTEN 
STAATSSCHULD DER NIEDERLANDE 


(Millionen Gulden) 
Stand am Ende | Mehr als 20-40 10-20 Weniger 

des Jahres 40 Jahre Jahre Jahre als 10 J. Gesamt 
1938 873 475 1.747 117 3.312 
1945 799 400 1.907 2.661 5.767 
1946 785 2.181 1.845 2.349 7.160 
1947 771 5.052 1.276 — 7.099 
1948 741 4.804 1.661 — 7.206 
1949 1) 1) 1) 1) 7.732 
1950 670 4.286 3.462 — 8.418 
1951 626 3.826 4.311 — 8.763 
1952 590 3.633 4.137 — 8.360 
1953 510 3.560 4,040 675 8.785 
1954 419 3.613 3.685 2.569 10.286 
1955 389 3.598 4,431 2.569 10.987 
1956 367 3.517 4.245 2.968 11.097 
1957 360 3.424 3.870 Sali72 10.826 
1958 11.043 
1959 


Quellen: Jahresberichte iiber den Stand der Staatsschuld, 


1) Ziffern nicht verfiigbar. 
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Anlage IB 


NIEDERLANDISCHE SCHATZWECHSEL UND 
-ANWEISUNGEN IM INLAND 
(Millionen Gulden) 


Schatzwechsel 
(Laufzeit bis 1 Jahr) 


Schatz- 
anweisungen 
(Laufzeit bis 
5 Jahre) 


Stand am Ende 
des Jahres 


Laut RM- 
Abkommen-1947 
im Portefeuille 

d. Zentr. Bank 


Gesamt 


Ubrige | Total 


Quellen: Jahresberichte tiber den Stand der Staatsschuld. 
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Anlage I? 


AUSSERE STAATSSCHULD DER NIEDERLANDE 


(Millionen Gulden) 
Ende des Langfristig Kurzfristig Gesamt 
ARICA | MLSS sts: EE eee strat nN ee ae CLUE 

1938 ~ _— 

1945 463 1.039 
1946 321 1.343 
1947 1.122 2.143 
1948 599 2.474 
1949 736 3.659 
1950 551 3.640 
1951 492 3.515 
1952 246 3.207 
1953 3 2.793 
1954 —_ 2.286 
1955 — 2.013 
1956 — 1.947 
1957 261 2.084 
1958 — 1.721 
1959 236 4) 1.662 


Quellen: Jahresberichte iiber den Stand der Staatsschuld. 


1) Im Rahmen der EZU-Abwicklung. 
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Anlage II 


OFFENMARKTRENDITE DER NIEDERLANDISCHEN 


STAATSSCHULD 
(Prozente) 
Kapitalmarkt Geldmarkt 
Monatsdurchschnitte (Dezember) || Jabresdurehschnitte 2} 
Dez. co On 3% % Jahr | 3Mon. | 1-J. 5-J. 
Schuld * | Anleihe-’48 1) Schatzw. | Schatzw. | Schatzanw. 


2,25 
7495 


Quellen: Jahresberichte der Niederlandischen Bank. 


1) Mittlere Laufzeit: Dez. 1948: etwa 33 Jahre; 
Dez. 1959: etwa 23 Jahre. 


2) 1945-1958: Auf Grundlage der Diskontsa&tze; 
1959: Auf Grundlage der Rendite. 
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Anlage III 


DISKONT- UND ZINSSATZE BEIM VERKAUF VON SCHATZ- 
WECHSELN UND SCHATZANWEISUNGEN DURCH 
DAS SCHATZAMT 


Diskontsatze (Schatzwechsel) | Zinssatze (Schatzanweisungen) 
3-M. | 6-M. | 12-M. y 5-J. 


1945 1/16 cde 
1. Mai 1946- 
1. Juli 1946 1% = 
1. Juli 1946- 


23. Juni 1947 2% 

23. Juni 1947- 

19. Mai 1952 2% 
1952 

(ab 19. Mai) 232% 

1953 22% 
1954 1%-2 
1955 1% 
1956 1% 2716 
1957 — 
1958 2-458 3%-3% 
1959 1%-2% 33%-3%% 


Quellen: Jahresherichte iiber den Stand der Staatsschuld. 
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Anlage IV 


SCHULDEN DER NIEDERLANDISCHEN GEMEINDEN 


(Millionen Gulden) 
Stand am Ende Konsolidierte Schwebende Feet 
des Jahres Schulden Schulden 
1938 2.626 154 2.780 
1945 2.578 510 3.088 
1946 2.532 571 3.103 
1947 2.840 468 3.308 
1948 3.170 472 3.642 
1949 3.615 535 4.150 
1950 4.119 652 4771 
1951 4.146 1.128 5.274 
1952 5.553 387 5.940 
1953 6.147 327 6.474 
1954 6.794 390 7.184 
1955 7.437 473 7.910 
1956 8.097 878 8.975 
1957 8.224 2.261 10.485 
1958 10.407 1.553 11.960 
1959 12.035 1.217 13.252 


Quelle: Statistisches Zentralamt. 
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Anlage V 


EINIGE DER WICHTIGSTEN ABANDERUNGEN IM SOG. 
»ZINSENGAMMA” 
(Héchstzinssaétze fiir Gemeinden und Provinzen) 


Kurzfristige 
Langfristige Anleihen sie 
20Jahre | 15-20 | 10-15 | 1-10 
und mehr | Jahre | Jahre Jahre (1 Jahr und kirzer) 


Oktober 1945 2% 2% 


Juli 1951 3% 2%-3% 1%-2 
Juni 1956 3%-3% — 
Januar 1957 4% — 
Oktober 


Quellen: Jahresberichte der Niederlandischen Bank und Verdffentlichungen der 
Bank fiir Niederlandische Gemeinden. 


1) Ab Marz 1952: 4%. 


DEBT-MANAGEMENT: SOME THEORETICAL ASPECTS 
Rapport américain par EARL R. ROLPH 


Professor at the University of California 


In recent years, debt-management has become a lively subject of 
discussion in the United States. The large size of the federal debt 
has made it a perennial political topic. The debates in the Congress 
about the debt-ceiling and the maximum interest-rate provision 
permitted on federal securities of more than five-year maturities have 
served to heighten public interest in debt-management. Treasury 
officials serving under the Eisenhower Administration have often 
and publicly stated their belief in the importance of lengthening the 
maturity of the debt, and their failures to achieve this goal have 
been diagnosed in various ways. Academic economists, once reluctant 
to delve into the intricacies of debt-management, have overcome any 
lingering modesty about suggesting reforms. Whether out of this 
discussion will come important changes in practices of managing 
the U.S. federal debt must remain a conjecture at this time, but 
the era when debt-management was looked upon as a technical 
problem suitable only for the talents of practical financiers seems 
to be drawing to a close. 


Debt-Management Defined 

Debt-management may be defined as official policies that have 
the effect of changing the size or the composition of a government 
debt. There are several aspects of this definition which may be 
further elucidated. “Official policies” refers to actions by govern- 
ment agencies including a central bank as well as a treasury. Hence 
according to the definition, debt-management overlaps what is com- 
monly known as monetary policy. This implication may seem 
awkward; yet it is even more awkward as well as arbitrary to treat 
the same policies as monetary if carried on by a central bank but 


‘as something else if carried on by a treasury. In the definition, 


government debt refers to the national debt held outside of official 
agencies or, in other words, that debt held in private hands otherwise 
known as the net debt, the publicly-held debt, or the outstanding 
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debt.) Behind such a definition is the concept that only those 
liabilities of a government that are assets to private groups are to 
count. Official holding of debt is debt in name — not in substance. 
The net debt of the U.S. federal government differs substantially 
from the reported gross debt figure; in April, 1960, for example, 
the net debt was $210.1 billion, whereas the gross debt stood at 
$ 288.9 billion. The difference of $ 78.8 billion is duplicating debt — 
the federal debt held by various trust funds and federal agencies, 
including the $25.6 billion held by the twelve Federal Reserve 
Banks. In the debt statistics of many countries, similar large dif- 
ferences are to be found between the reported gross and net debt 
data. 


Theoretical Problems in Debt-Management 

The theoretical aspects of debt-management readily divide them- 
selves into two main problems: (1) the effects of changing the size 
of the net debt or, in other words, of increasing or decreasing the 
outstanding debt, and (2) the effects of changing or permitting 
a change in the composition of the net debt. If adequate solutions 
can be obtained to these problems, economists are in a position to 
provide guidance to finance officials concerning how a national debt 
should be managed. The issues are basically similar to those found 
in the appraisal of tax devices. 


Effects of Changing the Size of a Net National Debt 
At any given date, the size of a national debt is a fact determined 
by the past financial history of the country. War finance gave rise 


to the large debts found in such countries as Canada, the United — 
Kingdom, Australia, France, and the United States. If one examines | 


the reported debt data of various countries, one finds that in general 
countries with large national debts measured in relation to national 
income are the wealthier, industrialized countries. With some ex- 
ceptions, the less developed countries have small national debts, 
a fact explained by the great difficulty encountered in selling debt 


1) A justification of this conception of a national debt is provided by Warren 
L. Smith, Debt Management in the United States, Study Paper No. 19, Materials 
prepared in connection with the Study of Employment, Growth, and Price Levels 
for Consideration by the Joint Economic Committee, Congress of the United States 
(U.S. Government Printing Office, Washington, D.C., 1960), pp. 28-30. See also 
my paper, ‘The Principles of Debt Management”, American Economic Review 
XLVII (June, 1957), pp. 304-305. 
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except to the central bank and by inflationary policies that effectively 
erode what debt may have existed in the past. 

When the treasury or the central bank of a country sells addi- 
tional public debt or buys (retires) public debt, these policies will 
have effects upon private expenditures for current output. The 
general proposition I wish to suggest postulates a functional relation 
between a debt change and the level of private money expenditures 
for current output; an increase in the debt decreases private expen- 
ditures. For any given change in an outstanding debt, there is a 
change in private expenditures of opposite sign, but not necessarily 
of equal amount. If this relationship can be shown to hold, it follows 
at once that debt-management is a device to regulate private expen- 
ditures and becomes a weapon, along with taxes and transfers, in an 
armory of stabilization devices available to a government. 

Before proceeding, confusion may be avoided by emphasizing 
that debt purchases or sales are not here identified with budget 
surpluses or deficits. A government may, if it chooses to do so, 
allow a budget deficit (or surplus) to be covered by the creation 
(or destruction) of an equal amount of money. Only if the budget 
factors —- expenditures, transfers, and taxes — lead to excessive 
stimulation or repression of private expenditures is there any oc- 
casion to market or retire an internal debt. Given, then, the state 
of the budget, debt sales are deflationary and debt purchases or 
retirements are inflationary. On balance, the net effects of all policies 
may be stimulating or depressing. We are presently concerned with 
the effects of debt change, whatever the state of the budget. 

The manner by which a change in an outstanding debt is believed 
to influence private expenditures depends upon the type of monetary 
theory adopted to explain the operation of a money-price system 
of organizing economic affairs. In some monetary approaches, any 
change in a government debt cannot affect private expenditures 
because expenditures are treated as depending upon flows, such as 
income, and not at all upon stocks. Logically, adherents to this view 
may rationally espouse the elimination of the entire outstanding 
debt of a country because the resulting increase in the quantity of 
money is believed to make no difference in the level of private 
‘expenditures. This point of view, the simplified Keynesian frame- 
work, has a number of rather strange implications for public finance. 
The position adopted in this paper may be called the asset approach. 
Monetary expenditures are viewed as dependent upon the monetary 
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value of private assets. It may also be called the net worth approach 
because consumption and investment expenditures depend both indi- 
vidually and collectively upon net worths. This view has strong 
kinship with the quantity-of-money theory of expenditures, but it 
is not identical with it.?) The exposition of some of the ideas 
associated with this approach will develop from a discussion of the 
topic in hand. 

Let us consider a national debt consisting of identical securities 
which may for the moment be regarded as perpetuities. Then a 
change in the size of the debt as a result of central bank or treasury 
policies will affect the price of the outstanding debt and hence its 
aggregate money value. An increase in the national debt lowers 
the price of the outstanding debt, or, stated otherwise, increases the 
yield of the debt. It follows at once that debt sales are deflationary 
with respect to one segment of the economy — the segment found 
to be holding government debt. Will this initial deflationary impact 
be spread to other segments of the economy? 

The deflationary impact may be communicated to the demands 
for current output in either or both of two ways. It may do so directly 


by causing owners of debt to reduce their expenditures for goods | 


and services; it may do so indirectly by inducing a change in the 


prices of private debt and, through this development, change private _ 


expenditures. 

When more debt is offered to the market, a person who holds 
government debt will find his wealth position diminished; he is able 
to spend less for all purposes on this account, because at given 
prices, he can acquire fewer goods and services. In addition, he is 


given an incentive to curtail his consumption expenditures. People 


like to consume and they like to hold assets. Since they have less 
wealth, they have on this account an incentive to take steps to 


restore their wealth. One way to do this is to consume less or, if 


one may use that ambiguous term, to save more. According to this 
point of view, the fact that a person’s prospective future income 
has remained unchanged does not mean that his consumption must 
remain unchanged. A reduction in wealth induces a decline in con- 
sumption. 


The offer of more debt to the market may affect private ex-| 


2) For a statement of the asset approach to monetary affairs, see my study 
The Theory of Fiscal Economics (University of California Press, Berkeley, 1954), 
pp. 82-122. 
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penditures through changes in the demand for private debt, or, as 
some would prefer to state the point, through a reduction in the 
supply of funds. This route may be described as the displacement 
effect of official debt operations. From the point of view of potential 
holders, private debt is a substitute for public debt. As more public 
debt is offered, private debt at unchanged prices and terms becomes 
a less attractive asset to hold. Banks, financial intermediaries, and 
individual lenders confronted with an opportunity to buy govern- 
ment debt at a reduced price are induced to curtail their demands 
for other types of similar commodities — the new debts of private 
individuals, business organizations, foreign governments, and local 
governments. 

The qualification needs to be added that, in the limiting case, 
an offer to sell new government debt may induce people to part 
with cash only and not affect their demands for other things. For 
this case to hold, public debt must be treated as a perfect substitute 
for cash and not at all as a substitute for private securities. On the 
other hand, when there are official purchases of debt, this qualifi- 
cation has been described in monetary literature as “pushing on the 
end of a string’, that is, subtracting debt from the market leads 
people to hold the equivalent amount of cash instead. The alleged 
ineffectiveness of monetary policy, and I say “alleged’’ advisedly, 
which the period of the 1930's in the United States has often been 
described as illustrating, suggests that an easy monetary policy kas 
little effect. In fact during much of that period, the terms of bor- 
rowing were not generous by any reasonable standards and during 
the period 1930—1934 in particular, they were ee stringent 

from the point of view of private borrowers. 

_ When the demand for private debts is shifted downward as the 
result of official sales of new debt, private borrowers are adversely 
affected. They can as a group borrow less, and with this condition, 
the terms of borrowing become more severe. These conclusions hold 
even though all borrowers are prepared to behave in the insensitive 
way that the famous or infamous Oxford survey suggested they 
did.*) It is sufficient for this result that all private lenders have 
| ~ 3) See the remarks by J. E. Meade, P. W. S. Andrews, H. D. Henderson, and 
R. S. Sayers in the Oxford Economic Papers, October, 1938 and March, 1940. 
A generally skeptical attitude toward the efficacy of monetary and debt-manage- 
ment policies is provided by Warren Smith, op. cit., pp. 80-117 and in his paper 
“On the Effectiveness of Monetary Policy, American Economic Review XLVI 
(September, 1956), pp. 588-606. 
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limited financial means. With less money available for private bor- 
rowing, because of government borrowing, some additional rationing 
by price or by other means becomes inevitable. Normally, the amount 
lent to the typical borrower will decline rather than some borrowers 
being completely eliminated from the market, because private loans 
of a given present sum and of the same maturity generally become 
more risky and hence less attractive to lenders as the rate of interest 
rises. Judged from the point of view of a lender, a 10-year loan of 
$1 million to a particular borrower calling for an annual yield of 
8 %, for example, entails a greater probability of loss than the 
same-sized loan of the same maturity calling for an annual yield 
of 6 %. The portion of the borrower's net cash receipts committed 
to interest payments increases, and hence the probability of the 
receipts being inadequate to cover these payments also increases. 
Some have been inclined to label this practice a variety of “capital 
rationing”, implying that it arises from market imperfections. How- 
ever, it is not rationing by methods other than price as this term 
is used in connection with ordinary commodities. Capital rationing 


in this sense is consistent with perfectly competitive markets in debt — 


instruments. Even if a lender were instructed by a borrower to — 


establish his own terms for a loan of given size and maturity, subject 
to the restriction that the borrower has freedom to spend the money 


as he sees fit, it would not pay a lender to name an indefinitely high — 


rate of interest because the borrower might be induced to acquire 
unduly risky assets in the hope of obtaining a high rate of return 
and because the borrower could not, in any event, obtain an in- 
definitely high rate of return. Actually, few lenders are prepared 


to ruin a borrower even when they may find themselves in a position 


to do so. 


A government debt operation has stimulating or depressing effects | 
through the effects of debt purchases or sales upon the wealth © 
position of individuals and by causing positive or negative displace- 
ment effects upon the demands for the debt of potential borrowers. | 
If this point of view reflects the workings of financial markets — 
correctly, a debt sale has similarities to a tax and a debt purchase | 


to a subsidy. In either event, private groups find their asset position 
eroded or improved and can be expected to respond accordingly. 
This point of view may be contrasted, for purposes of bringing 
out some fundamental issues, with those theories that look upon 
monetary and debt policy as having effects only by changing rates 


: 
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of interest, and these effects in turn are regarded as significant only 
to the extent that they persuade investors and consumers to spend 
more or less. The emphasis in such theories varies with the particular 
expositor; the common ground is the belief that interest rates operate 
only through psychological factors. The entire Keynesian position 
reflects this emphasis. Ht is also implied by the time-preference theory 
of consumer behavior.*) Keynes’ marginal efficiency investment 
schedule, for example, makes investment depend upon rates of 
interest through the manner in which real investors estimate the 
future net return to be expected from new real assets. If the schedule 
should be such that real investors are not especially sensitive to 
market rates of interest in their calculations, as many have alleged, 
changes in the rate of interest do not then matter at all to the amount 
of investment. If the position is taken that consumers also are not 
sensitive, as some time-preference theorists assert, the level of con- 
sumption expenditures is not affected either. Hence monetary policy 
_ may or may not be effective depending upon’ characteristics of in- 
vestor and consumer psychology. In a period of prolonged boom, 
for example, when only optimists can be found, restrictive measures 
such as sales of debt would, according to such a psychological 
theory, make little or no difference in the level of investment and 
consumption expenditures. As the money supply is driven down by 
restrictive measures, its velocity automatically responds to keep pri- 
vate expenditures from falling. °) 

By contrast, the asset approach implies that debt and monetary 
policies operate by changing the money value of the assets owned 
and hence requiring that people adjust to this change in objective 
circumstances regardless of how optimistic or pessimistic’ they may 
_be with regard to investment prospects and regardless of their time- 
‘preference attitudes in the realm of consumption. Subjective factors 


4) The idea that consumption is sentitive to the rate of interest as found in the 
time-preference approach, set forth by such famous thinkers as John S. Mill, 
Boehm-Bawerk, Marshall, Fisher, and Pigou, appeals to subjective factors — the 
characteristics of the time pattern of desired consumption levels. In that approach, 
asset-holdings are implied to be either irrational or merely an averaging device. 
A devastating criticism of this entire emphasis has been developed by Samuel 
Chase, The Theory of Asset Prices, Unpublished Ph. D. dissertation (University 

. of California Library, Berkeley, 1960). 

5) For a defense of a similar view, see Hyman P. Minsky, “Central Banking 
| and Money Market Changes”, Quarterly Journal of Bconomics LXXII (May, 
1957). 
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remain important, to be sure, in this realm as in others in economics, 
but the modus operandi of official stabilization policies does not 
depend upon such factors. 


The Composition of a Nationa! Debt 

If all debt claims issued by a government were homogeneous, as 
was just assumed, the question of the effects of varying composition 
would not arise. In fact, of course, government debts are not 
homogeneous. Debt varies by denomination, marketability, coupon 
features, maturity, and in other ways, any of which may make some 
types of debt differ in their attractiveness to investors. For purposes 
of this discussion, attention will be focused on the maturity variable. 

Historically, the principle of “sound finance’, as it was called, 
taught that a national debt should be in funded form. Short-term 
issues, apart from those issued to meet seasonal requirements, were 
frowned upon, and in actual practice few countries prior to World 
War I permitted large amounts of short-term debt to remain out- 
standing. Success in employing short-term securities for the financing 
of World War I undermined the old maxims of sound finance even 
though they continued to be given lip service. Governments now 
commonly have issues of many maturities outstanding, including | 
substantial amounts of debt due within one year or less. 

Just as the old maxims of sound finance seemed to have become | 
entirely outmoded, Henry Simons developed a theory of debt com- 
position calling for a return to these maxims. *) In his view, govern- 
ment debt should consist exclusively of perpetuities. Not only is 
short-term debt to be barred, but even debts ordinarily described 
as long-term also. Simons’ advocacy of a debt composition to consist 
only of perpetuities was part of a larger program of monetary 
reform, calling for 100 % reserves for commercial banks and the © 
elimination of close substitutes for money, such as savings accounts 
payable in practice upon demand. Government debt in the form of © 
perpetuities fits into this plan because such a debt form is very much — 
unlike money. Any holder is exposed to the possibility of reaping — 
large capital gains and losses, making perpetuities poor substitutes | 
for cash holdings. A wide gap is created between money and other | 
things and, accordingly, monetary and fiscal measures would not, | 


6) Henry C. Simons, “On Debt Policy”, Journal of Political Economy LII 
(December, 1944), pp. 356-361. 
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in his view, be partially sabotaged by the public’s substitution of 
near-monies for cash holdings. One might call this a program of 
reform designed to make the quantity theory hold in fact. 

Though one may be reluctant to embrace such a drastic proposal 
for overhaul of existing financial organizations, the economic obser- 
vation stressed by Simons that government debts vary in their 
similarity to money remains an important one. Short-term securities 

of a few weeks or a few months maturity can vary in price only 
within narrow limits, making them suitable to use as close substitutes 
‘for money. In the United States, large amounts of Treasury bills 
are held by business corporations to provide a source of earnings 
and a convenient way to provide for seasonal variations in the needs 
for cash, to build up a holding of liquid assets in anticipation of a 
large investment program and as a contingency reserve. Some federal 
‘securities are designed to permit the settlement of tax liabilities by 
coming due on the same day as the tax liability must be paid. If 
such short-term securities were less abundant, cash would in large 
measure have to be held instead. 

The liquidity differences among government securities is reflected 
in the differences in yields of securities classified by maturity. 
Empirically, short-term federal securities have persistently shown a 
lower yield than have long-term securities. Occasionally, short-term 
securities have risen above long-term, but such a relation has been 
temporary in a very short-run sense. The pattern of yields, although 
positively correlated with maturity up to maturities of about 20 to 
25 years, does change with changing business conditions. The 
differences among yields tend to fall during a period of high em- 
ployment and to increase during periods of recession. These facts 
too are consistent with a liquidity approach. The declining differen- 
ces in yields during periods of prosperity reflect the smaller general 
concern about possible losses and tend to make all securities seem 
more homogeneous, whereas experience with a business slump 
heightens attention to risk considerations, increasing the desire to 
hold riskless assets. *) 


t) The position in the text rejects the expectation theory of the differences in 
yield developed by J. R. Hicks (Value of Capital, pp. 144-147, 258-262). With 
Some important modifications, Hicks’ position was endorsed by Frederick A. Lutz, 
“The Structure of Interest Rates”, reprinted in Readings on the Theory of Income 
Distribution (Blakiston, Philadelphia, 1946), pp. 499-529. Proceeding along similar 
lines, Joseph W. Conard defends the expectation approach in modified form in 
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The liquidity differences among government debt forms has im- 
plications of some importance. A change in the debt composition 
may stimulate or depress private expenditures. The substitution of 
long-term debt for short-term debt has deflationary effects, and 
similarly the substitution of short-term for long-term debt has in- 
flationary effects. The basic reasons for these effects may be 
variously stated. With any given amount of money, a lengthening 
of average maturities of the debt will induce people to hold more 
cash to meet contingencies, and even transactions requirements. Their 
liquidity needs can no longer be satisfied on the same scale by the 
use of short-term debt. At the limit the Simons’ proposal, if put 
into effect without changing the debt size, would be drastically 
deflationary because people and organizations could be induced to 
hold such debt only by an offer of very high rates of interest. With 
the disappearance of money-like short-term debt, they would have 
to hold more money instead. Such a radical change in the debt 
composition might be accomplished without deflation of private 
expenditures only by simultaneously adding money to the economy, 
that is, reducing the net debt. With reference to U.S. debt data, 
with the actual net debt standing at about $ 211 billion, the net-debt 
could be some minimum, say, $190 billion if it consisted only of 
perpetuities, but would need to be some maximum, say, $ 220 billion 
if it consisted entirely of the shortest practical maturities, to maintain 
the same level of private expenditures. 


Distributional Aspects of Debt Management 

Either a change in the debt composition or a change in the amount 
of debt outstanding will have distributional effects. John Stuart Mill 
was the first economist, as far as I am aware, to have clearly 
established this point.*) In his view, the sale of public debt acted 
like a tax whose incidence fell upon the laboring classes. His strong 


his study An Introduction to the Theory of Interest (University of California 
Press, Berkeley, 1959), pp. 287-367. See also Richard A. Musgrave, The Theory 
of Public Finance (McGraw-Hill, New York, 1959), pp. 590-599. For a defense 
of the liquidity approach to the explanation of differences in yield, see my paper 
“The Principles of Debt Management”, op. cit. pp. 307-311. A remarkably 
penetrating study of the entire topic is set forth in the paper by John M. Culbertson, 
“The Term Structure of Interest Rates’, Quarterly Journal of Economics LXXI 
(November, 1957), pp. 485-517. | 
8) J. S. Mill, Principles of Political Economy, Book V, Ch. VII, I, par. 4. 
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condemnation of financing government by borrowing was directly 
based upon this distributional argument. The weakness of Mill's 
arguments is the weakness of the wage-fund doctrine — the belief 
that capitalists make advances to laborers. However, when Mill's 
views are modified to avoid this error, the conclusion holds that a 
government sale of debt does inflict monetary losses in much the 
same way as does a tax. °) 

To clarify our thinking on this question, let us imagine that official 
stabilization agencies have title to physical assets, such as land, 
buildings, and equipment, and these assets are a perfect sample of 
all real assets found in the economy. These physical things are 
rented from official agencies for private use. Let us also neglect the 
fractional reserve feature of modern banking systems and assume that 
the central bank is the only agency with power to create or destroy 
money. There exist organized competitive markets for these titles to 
real assets, analogous to actual government securities markets usually 
found in Western countries. When a restrictive or a stimulating 
policy is to be pursued, the central bank sells or buys titles to real 
assets. In such a setting, certain distributional effects of official 
policies can be definitively established. A restrictive policy, for 
example, would drive down the capital values of all real assets in the 
economy. To market additional titles, the prices of the additional 
real assets offered would have to be lowered. Hence it follows that 
a restrictive policy would be equivalent to a wealth tax. The inci- 
dence of a restrictive policy is the reduction in the wealth position 
of each owner of real assets. Similarly, a stimulating policy would 
be equivalent to a wealth subsidy. Stated otherwise, what is ac- 
complished by monetary policy in this setting could be accomplished 


by the imposition of wealth taxes and subsidies. 


The incidence of monetary policies would not be strictly pro- 
portional to the wealth position of each person. People who hold 
money for example are not directly affected. For monetary policy 
to be precisely the same in its distributional effects as a proportional 
net worth tax or subsidy, each person must hold the same proportion 
of his wealth in the form of money and no claims other than clear 
titles to real wealth must exist in the economy. 

Only because monetary policy has an incidence does it lead to 


®) For a similar emphasis, see Musgrave, op. cif., pp. 611-616, and also my 
paper “The Incidence of Public Debt Operations”, National Tax Journal IX 
(December, 1956), pp. 339-353. 
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greater or smaller private expenditures for current output. In the 
event that a restrictive policy is pursued, for example, each person 
holding titles to real assets experiences capital losses. These losses 
in turn lead to a decline in expenditures. Finding themselves less 
wealthy in money terms, people consume less to restore their depleted 
asset position. They also will invest less in newly produced real 
assets because old assets have become relatively more attractive to 
hold. Any typical person, having already been induced to part with 
money to acquire the titles to real wealth being sold by the central 
bank, will have less money available for the financing of other 
goods, whether they be consumption or investment items. 

A restrictive policy carried out by selling titles to a perfect sample 
of all real output would result in a general decline in money incomes 
and in money prices. With perfect adjustments of all prices, “the 
rate of interest’, meaning by this the rate of return to be realized 
on the holding of any real asset, would remain unchanged, and 
Frank H. Knight's contention that rates of interest or the yield on 
capital are determined by the cost of producing new wealth would — 
appear to hold. 2°) 

When official agencies operate with government debt, the results 
just found could be duplicated under certain rather special con- 
ditions. If the assumption is made, a dangerous one to make in 
dealing with problems of this type, that each person acts as if he 
were certain about the income to be obtained by owning any asset, 
whether it is a claim or a real thing, official sales of debt would 
also result in a proportional reduction in the value of all wealth 
because, on this assumption, each type of wealth is a perfect sub- 
stitute for all others for ownership purposes. A decline in the price 
of any kind of wealth forces down the prices of all others, keeping 
their relative prices constant. In this event too, debt sales would be 
equivalent to a proportional wealth tax and debt purchases by a 
proportional wealth subsidy. 

Actually, of course, government debts are not perfect substitutes 
for other types of wealth. Government debt is a conservative type’ 
of asset for ownership purposes, normally entailing much less risk. 
than that involved in holding real assets. Private debts arise because 
borrowers are willing to take risks that lenders are not prepared to 


j 


j 


10) See F. H. Knight's paper “Capital and Interest” in Readings in the Theory 
of Income Distribution, pp. 384-417. An interesting interpretation and criticism of 
Knight's position is provided by Conard, op.cit., pp. 79-83. 
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take. In addition, private claims of any type, including debt claims, 
are a method of introducing a kind of divisibility of ownership for 
large real-asset combinations. It remains true that debt claims would 
have no special role in economic organization if risk and uncertainty 
were somehow removed from the ownership of real assets. In these 
circumstances, a change in price of outstanding debt need not be. 
communicated to the prices of all existing wealth, hence a debt sale 
or debt purchase will not have effects equivalent to a wealth tax 
or subsidy. 

The incidence of official sales or purchases of government debt 
will fall initially upon those groups in the population who like to 
hold fixed-income securities. Among this group are those found to be 
holding government debt of the type used to implement official 
policies. Holders of private debt will experience capital losses in the 
case of official debt sales, and those to whom private debt is a 
liability find the value of the claims against them falling. Theore- 
tically these effects are exactly offsetting. Those who experience 
capital losses not offset by equivalent capital gains, other than 
owners of government debt, are those who wish to borrow and those 
owning or producing assets financed by those who wish to borrow. 

New borrowers are adversely affected by an official restrictive 
policy because what may be called the value of their potential bor- 
rowing power has been reduced. Potential borrowing power of an 
individual or an organization may be defined as the maximum sum 
of money that could be obtained by the sale of any combination of 
debt instruments. This potential is not necessarily unique; it depends 
upon the kind of assets, if any, to be acquired by the borrower as 
well as his initial assets and liabilities. For present purposes, it is 
\ sufficient to observe that this amount is always finite for any bor- 
rower. Hence government policy that lowers the prices of goverment 
debt will, with organized markets, reduce potential private borrowing 
power. 

The capital-value effects of official debt sales or purchases are 
likely to be communicated to real assets. Restrictive policies, for 
example, hold down or lower the prices of assets ordinarily financed 
in large part by borrowing, such as residential property in the United 
States. In turn, any negative effects upon the values of existing real 
wealth are communicated to the markets for new wealth of the same 
} types. Reductions in the prices of old houses lower the demand for 
new ones. 
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The precise distributional effects of government debt operations 
cannot be ascertained at the present state of knowledge. One may 
hazard the guess that the main effects, positive or negative, will be 
on middle-income groups rather than on those with very low or very 
large incomes. **) Middle-income groups are the dominant non-insti- 
tutional borrowers in the United States, the poor having little or no 
borrowing potential and the very wealthy having little or no interest 
in exploiting their borrowing potential. The real assets whose values 
are likely to be mainly affected by debt operations are such things 
as houses, agricultural properties, and small business establishments 
— wealth normally held mainly by people of moderate incomes. 


Rational Debt-Management and Fiscal Policies 

One aim of monetary, debt, and fiscal policies is the achievement 
of that level and that change in the level of over-all expenditures 
for current output consistent with whatever goals may be established. 
Debt management and monetary policies have been shown to be 
alternatives to other devices. Whatever depressing effects are 
achieved by sales of government debt could also be achieved by 
outright taxation, and any stimulating effects of purchases of govern- 
ment debt could also be achieved by increases in subsidies or by 
tax reductions. What “mix” of these policies is to be preferred, if 
any, and what tests are to be employed to select among them? : 

For handling very short-run stabilization measures, ordinary cen- 
tral bank operations seem indispensable. Even though one may 
sometimes question the belief held by some central bank practitioners 
in my country that failure to buy or sell two million dollars of 
Treasury bills between 11:00 and 11:05 a.m. will cause the delicate 
financial machinery of Wall Street to break down, nevertheless some 
close official attention to developments is required if steps are to 
be taken in time. These very short-run measures are partly in the 
nature of operations designed to offset factors not under direct 
control of the central bank, such as currency movements in and out — 
of banks. Partly they are more than this, being designed to ease — 
slightly or restrict slightly as a‘part of a longer-run policy. These 
short-run operations will occasion gains and losses, but these are 


11) By contrast, Musgrave suggests (op. cif.) that the incidence of monetary 
restriction is regressive. For various reasons which would take too long discuss 
at this time, I do not believe his reasons to be the right ones even though the 
conclusion he reaches may possibly be the correct one. 
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likely to cancel out over a longer period unless, indeed, long-run 
policy calls for persistent use of restrictive or easing measures, 

Over a long period of time, some choice does exist to alter tax 
and transfer formulas and government expenditures. Policies can be 
designed so that the national debt will have a secular tendency to 
fall or to rise. In general, a high-tax economy will permit a smaller 
reliance upon debt financing even though periodically stabilization 
objectives may require that the debt be increased either to offset a 
larger government deficit than needed as a stimulation measure or 
to augment the deflationary effects of high taxation. Nevertheless, 
the old-fashioned belief that if a government arranges its finances 
so as to experience a surplus during periods of high employment, it 
can reduce its national debt remains a valid one. Since a choice does 
exist as to the mix of tax, transfer, expenditure, and debt measures 
which a national government may employ, the question arises as tc 
which if any combination is to be preferred. This question in turn 
presupposes some acceptable canons to use in selecting among all 
possible fiscal-debt-monetary combinations. 

Given the level of government expenditures including government 
investment programs, the objections to persistent reliance upon in- 
creases in the public debt as a financing device are formidable. The 
one commonly believed advantage of debt financing is its relatively 
painless character as compared with taxation. However, this ad- 
vantage, for reasons already suggested, is only apparent. Debt 
financing distributes financial burdens as does a tax, Furthermore, 
looked upon as a tax, the incidence of debt financing is likely to 
be erratic. If the precise character of the distributional effects of 
debt financing could be ascertained, a tax of equivalent deflationary 
effect could almost certainly be designed that would be more 
acceptable by any of the ordinary tests. Hence the case for persistent 
debt financing by governments does not appear to be a strong one. 

In addition, debt financing carries with it continued expense in 
) the form of the administrative costs associated with debt management 
and the extra long-run costs associated with a higher permanent 
level of taxation than would be necessary if taxes were raised 
sufficiently high currently to permit a long-run decrease in the 
| outstanding debt. 

) The objection may also be made that persistent debt financing 
‘}i hinders economic growth. This consideration is not, however, con- 
‘clusive. Debt finance, by raising rates of interest, has been alleged 
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to reduce private investment expenditures in money terms, resulting 
in relatively lower real investment expenditures. However, debt 
financing also leads to a curtailment of consumption expenditures 
as well. Whether on balance investment would be relatively greater 
or smaller cannot be ascertained without much more empirical in- 
formation than is yet available. In any event, programs favorable to 
the promotion of investment relatively to consumption expenditures 
can be designed by outright subsidies of investment or by excise 
taxes limited to consumption items. 

These remarks may be concluded by reemphasizing the crucial 
importance of the monetary theory employed to analyze the effects 
of the fiscal measures. Results differing from those just suggested 
would be obtained from use of the Keynesian type of monetary 
theory or of the various truncated and qualified versions of this 
approach currently in use. It is an awkward fact that students of 
the public finances must be concerned with fundamental questions 
in other areas of economics. Yet, however awkward, there is no 
escape from this difficulty if the effects of various government 
financial practices are to be discovered. 
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GLENN W. FISHER: Financing Illinois Government. A Report 
of the Institute of Government and Public Affairs, University 
of Illinois. Uuiversity of Illinois Press. Urbana 1960. XVI + 
202 pp. $ 3.00. 


In this book Dr. Fisher sets out to examine the finances of one 
of the most populous and wealthy American states. Illinois displays 
many of the typical features of a growing, wealthy society to which 
modern government units must adjust. During the last seventeen 
years, general prosperity, inflation, a growing population, and a 
softening of the traditional American distrust of government has 
led to a four-fold increase in state spending. Of the four functions 
highways, education, public welfare, and health, which comprise 
almost ninety per cent of state expenditure, the first two account 
for nearly all the increase in real per capita spending — nicely 
reflecting the impact of growing affluence. Illinois is singular, 
however, in the weight of its dependence on an apparently antiquated 
property tax and a regressive sales tax, a tremendous number (over 
six thousand) of small, complex and often overlapping local 
government units, and a per capita rate of public spending which is 
not only significantly lower but also increasing more slowly that 
the average in other states. 

After outlining the ‘environmental setting’ of Illinois finance, the 
author turns to a detailed study of the levels and trends of public 
expenditures over the last seventeen years. This is followed by a 
parallel examination of state revenues and the trends in tax yields. 
He then attemps to show the weights of Illinois taxes on various 
groups and compare these with other states. Finally, the trends of 
expenditure and revenues are projected for ten years into the future. 

The exposition is consistently clear, objective and well organized. 
The approach to the subject consists in the organization of a 
tremendous amount of statistical data to give a detailed picture of 
the financial circumstances of the state from various points of view. 
‘The author attempts to overcome the shortcomings of any one index 
_of relative levels of public revenue and expenditure by using various 
alternative measures: aggregate levels, per capita levels, percentages 
of personal income and other indices for specific purposes. The 
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result is a disconcerting frequency of large tables and charts 
throughout the book which tend to interfere with the otherwise easy 
flow of the text. Much of this data is so detailed, and in view of 
verbal discussion, redundant, that the reader finds it difficult to 
resist the temptation to skip a good deal of it. It would be better 
condensed or added to the already copious appendices. 

The analysis is restricted to a descriptive examination of Bureau 
of the Census data. Because it is assumed at the outset that “... the 
effect of the financial policies of the state of Illinois upon the national 
economy is small enough to be safely neglected by the analyst and 
by state governmental decisionmakers’” (p. 21), we are not allowed 
to explore the interesting repercussions of state government finance 
on federal tax and expenditure policies. More seriously, the converse 
is apparently assumed as well, for although the author recognises 
“At the federal level, a whole series of problems for the analyst 
and the decision-makers results from ‘feedback effects’’’ (p. 21), 
he hardly touches on the influence of the structure and trends of 
federal taxation and spending on the private and public economy 
of Illinois. 

One would have also appreciated some discussion of the enticing 
subject of the impact of one state’s public policies on its neighbours. 
Because of the ‘openness’ of an individual state’s economy — the 
virtually free mobility of people, capital and products across state 
boundaries — the public policies of ‘foreign’ (i.e. other) states can 
have an important affect on the economy of a given state (e.g. a 
firm located near a state line may have to absorb a sales tax). | 
Further, the common phenomenon of taxing ‘foreigners’ and 
‘foreign companies’ is a fascinating subject which, except for a 
rather cursory summary of other contributions on the effect of taxes _ 
on industrial location, is hardly explored. 

But the most surprising omission is the whole subject of the state 
debt. The statistics presented suggest that the debt outstanding 
against the state and its agencies equals roughly sixty percent of 
annual revenue, yet borrowing, repayments, and debt management _ 
are excluded from the discussion to that the study can “... focus | 
upon the long-run aspects of the state’s financial problems which | 
are the primary concern” (p. 31). Surely debt management 
represents a long term problem in itself, particularly when the 
author's most distant concern is for one decade. 

In so far as the author set out ‘‘... to undertake a study of the 
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financial problems of the State of Illinois’, as the Foreword 
indicates, the book is only partially successful. The reader is not 
told what problems Illinois is facing or is likely to face, except that 
the projected growth of expenditure during the next decade will 
probably necessitate more or higher taxes. There is only footnote 
mention of the fact that the last Illinois legislature made appro~- 
priations exceeding anticipated revenue by $130 millions, forcing 
the governor to veto some appropriations and freeze all funds for 
new construction. 

The author scarcely hints at future problems in declaring that his 
efforts “‘... do not permit an answer to the question of whether or 
not Illinois will, in the coming decade, face a fiscal crises like the 
crises occurring recently in other states’’ (p. 154). No doubt some 
of these crises were brought about by political factors but most 
readers will not appreciate the author's refusal to discuss them or 
his determination not to speculate on Illinois’ future financial 
problems. Indeed, one suspects that some effort could have been 
well spent in studying how other states encountered and coped with 
whatever problems Illinois is likely to face. 

As for the possible courses of action open to the state for meeting 
its projected requirements (a topic the reader could justifiably expect 
to be considered in some detail) the author has nothing to suggest 
except in the very last paragraph. There he suggests there are only 
two possibilities: either hold expenditures down or introduce a state 
income tax and broaden the sales tax coverage. None of the 
implications of either choice are discussed nor is there any 
explanation why Illinois’ scope of action should be so improbably 
narrow. 

The great value in this book lies in its providing an excellent 
Statistical frame of reference for those who must decide on Illinois’ 
financial future. It is a pity that the subject matter is rather too 
restricted to the immediate circumstances of Illinois to be of general 
interest among those who are not directly concerned with the 
finance of this or some other comparable individual state. 


PETER PEARCE, 
University of Edinburgh. 
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A. M. DE JONG: De wetgeving nopens de Nederlandsche Bank 
1814—1958. Een historische studie. (Legislation regarding 
the Netherlands Bank 1814—1958. A historical study.) Mar- 
tinus Nijhoff. The Hague 1960. 578 pp. 


Prof. A. M. de Jong, until recently secretary of the Netherlands 
Bank, is probably the greatest expert on its history. His com- 
prehensive work on the history of the Netherlands Bank during the 
years from 1814 to 1864, written in the Dutch language, is described 
by Verrijn Stuart as “a book that can truly be regarded as one of 
the standard works on the history of Dutch banking”. Doubtless 
we may look forward to its sequel, but in between his work at the 
Bank and other extensive studies (including one dealing with the 
history of the State’s floating debt) he has managed to write a 
complete history of the legislation in regard to the Netherlands 
Bank. 

The first Banking Act was that of 1863, but during the period 
prior to that the status of the Bank was governed by royal decrees, 
which are dealt with in the first chapter. In chapter II the Banking | 
Act of 1863 is discussed, in chapter III its enforcement, and so the 
subsequent Banking Acts and their enforcement are successively 
reviewed. Several times this process is interrupted to focus attention | 
not on a new Banking Act, but on other matters that influenced the 
Bank's method of operating. With regard to this latter aspect it is 
interesting to note the measures adopted upon the outbreak of 
World War I, and those connected with the abandonment to the 
gold standard in 1936. Separate chapters are also devoted to the 
time of the German occupation and the subsequent transitional | 
period. After commenting on the passage of the 1948 «cts (the 
Banking Act and the Act whereby the shares were compulsorily 
purchased by the State), the author in the closing chapter (which 
covers 150 pages) deals clause by clause with the 1948 Banking 
Act. The origin of each clause is traced, so as to provide an 
additional link with the past. Such treatment is necessary, for as the 
author observes in his preface ‘The piece of history recorded in 
this work derives its point from the element of continuity it 
possesses”. 

The book is important from the point of view of scientific history 
because the author has been able to draw freely on the archives 
of the Netherlands Bank. Thus it provides for the first time detailed 
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information about the prior consultation that took place between the 
Board of the Bank and the Ministry of Finance when new Banking 
Acts were being prepared. For instance, it is interesting to read 
how, when the 1903 Banking Act was in the drafting stage, several 
of the Bank’s supervisory directors were of the opinion that 
recommendations by the Finance Minister to enlarge the State's 
share in the profit should be rejected; they suggested that the 
Bank should forfeit its right to issue bank notes and carry on as 
a commercial bank. 

In 1917 Chairman Vissering threatened Mr. Treub, the then 

Minister of Finance, with either liquidation of the Bank, or its 
continuation as a commercial bank if a series of proposals Treub 
had made were upheld. These threats as well as the disputes about 
the appropriation of the Bank's profits which arose whenever the 
Charter was revised, illustrate clearly that in those days the position 
_of the issue bank was viewed in a totally different light from that 
_in which it came to be generally regarded after the Second World 
War. 

It is equally interesting to learn that as long ago as 1935, the 
Board put forward the idea of a National Banking Comittee, a body 
reminiscent to some extent of the Banking Committee now recog- 
nised by virtue of the 1948 Banking Act. 

It is very gratifying that Prof. de Jong has given extensive details 
about the consultation between Finance Minister and Bank directors 
with regard to the drafting of the 1948 Banking Act. Even in the 
realm of public affairs it is still so rare for official records to be 
made available, that this gesture on the part of the directors of the 
Bank merits a word of appreciation. 

Some fresh information is also furnished with regard to conditions 
‘at the Bank during the German occupation; part of it based on 
the author's personal experience, part of it again on the Bank’s 
official records. 

In dealing with the individual clauses of the 1948 Banking Act 
the author not unnaturally voices his own opinion more frequently 
than in the predominantly historical occount presented in the 
preceding chapters. For instance, in a detailed and interesting 
dissertation he substantiates his contention that it ought to be 

‘stipulated by law that henceforth the par-value of the guilder can be 
_changed only by statute (pp. 415—422). 
This is a very convincing argument, but on another issue I am 
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at variance with the author. In dealing with clause 26 of the 1948 
Banking Act he deplores the fact the purchase of treasury paper 
by the Bank direct from the State is not expressly excluded from 
the Minister of Finance’s authority to issue instructions to the 
Directors of the Bank (page 494). The reason why I cannot share 
this viewpoint is that I can imagine that in a deflationary situation 
a difference of opinion might arise as to the need for a reflationary 
policy, in the sense that the Government considérs this necessitates 
placing treasury paper with the Bank, and the Directors either 
condemn the entire policy or consider the measure unsound. In such 
a case the Minister of Finance ought to be in a position to issue 
instructions with a view to settling the dispute. 

The above points have been extracted from the book more or less at 
random, in an effort to provide an indication of the matters dealt 
with. The work creates the impression of being extremely com- 
prehensive also as regards documentation. Prof. de Jong’s vast 
store of historical, legal and banking knowledge and above all his 
perspicacity and flair for research have produced a work which 
because of the limits imposed by the subject will not draw a 
wide circle of readers, but which will be greatly appreciated by 
those who are interested in the Netherlands Central Bank. Con- | 
sulting the book frequently, as they are bound to do, they will keep 
on discovering fresh points which within the historical context | 
provided by the author, are more important than they appeared to © 
be at first sight. 

W. H. J. BOSMAN. 
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I. INTRODUCTION. 


1. In discussions of fiscal policy, attention is nowadays usually 
centred upon its effects on the general price level, on the total 
volume of employment, upon the balance of payments, and upon 
the level of activity generally. Occasionally, but much less frequently, 
economic growth is also given some prominence in such discussions, 
but the only structural aspect of the economy commonly considered 
in this connection is the distribution of income, and this tends to be 
treated rather sketchily, as though the formal incidence of the tax 
or expenditure was all that mattered here. Other associated 
problems, such as the effects of fiscal policy upon the industrial 
structure, on the pattern of economic development, the occupational 
and geographical distribution of labour, etc., are dealt with, if at 
all, in separate analyses, and treated as of minor importance. 
This relative neglect of what may be broadly called the resource- 
allocation aspects of fiscal policy is rather surprising when structural 
adjustments concomitant with fiscal integration between countries, 
and unequal rates of development between the different regions of 
a given country, present quite urgent and important policy problems 
for many governments. 

2. Pre-Keynesian economics did, of course, have a great deal to 
say on these issues, but in my view that analysis suffered from an 
important defect, namely, the nature of the assumptions made about 
factor mobility, especially concerning labour. The object of this 
paper is to explore the implications of a simple, but slightly 


* This paper was written while the author was Visiting Lecturer in Economics 
-and Social Science at the Massachusetts Institute of Technology. He wishes to 
acknowledge the helpful comments received when earlier drafts of parts of this 
‘paper were read at seminars at Johns Hopkins University and the Massachusetts 
Institute of Technology. 
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unorthodox, hypothesis about the behaviour of labour as a factor 
of production. Put at its crudest, the hypothesis is that labour moves 
between regions in response to differences in general living 
standards between regions, rather than in response to differences 
in its own specific reward. This is, of course, a gross simplification of 
human motivations in this matter, but then so is the more usual 
hypothesis, and the proper attitude to adopt should probably be an 
eclectic one, since the available evidence seems to support both to 
some extent.') When labour moves to a new area, it may not have 
a very clear idea of what reward it will be able to command there, 
and the decision to move will then have to be based on some rough 
notion of the standard of living enjoyed by those suppliers of labour 
who are already there. This judgement implicitly assumes that 
newcomers will soon be indistinguishable in this respect from 
existing residents, which in turn assumes the same patterns of 
property-ownership, etc., as well as similarity in direct wage- 
earnings. Moreover, this belief will not prove entirely to be an 
illusion, since areas with high average per capita incomes do tend 
to provide higher standards of public services, in which the. 
newcomers will share. The immediate object here, however, is not) 
to weigh these rival claims, but merely to investigate the consequences | 
for fiscal policy if, or to the extent that, the “general living | 
standards” hypothesis is acceptable. 

3. In order to be as specific as possible, the analysis will be based | 
on an extremely simplified model taken over in the main from the 
theory of international trade, with some minor modifications to make 
it fit the conditions of interregional trade that are being assumed, 
and to yield results more directly relevant to fiscal policy. Some 
restrictive assumptions introduced at the outset are later relaxed, 
and some of the other assumptions could also be changed if greater’ 
generality, or a different specificity, were desired. The only 
essential element in the theory, if the general corpus of economic 
analysis from which it springs is acceptable, is the special assumption. 
that labour moves from areas where the general living standard is) 
low to areas where the general living standard is high. After the 
model has been sketched out in section II, the effects upon it o 
some typical fiscal measures are set out in section III. Section I 


1) See, for instance, Goodrich, Allin, and Hayes, Migration and Planes 
Living, 1920—1934, University of Pennsylvania Press and Oxford Universi 
Press, 1935. 
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re-examines the assumptions upon which the model is based, and 
indicates their relevance for the interpretation of the model, while 
the final section sketches some of the policy implications of the 
analysis. 


Il. THE MODEL 


4. The economy is assumed to be a perfectly competitive one, in 
which two goods (food and clothing) are produced by two factors 
(capital and labour), the total amounts of each factor being fixed. 
The economy is divided into two regions (urban and rural), the 
former producing nothing but clothing (by a capital intensive 
process) and the latter nothing but food (by a labour intensive 
process). There are constant returns to scale, and no changes in 
technique. Initially, the factors employed in each area are owned 
entirely by the residents of that area. If real per capita incomes in 
the two areas differ (by more than some specified margin) then 
labour moves from the area where such income is relatively low to 
that where it is relatively high. In the short run capital cannot 
move at all, but in the long run it will move wherever it will earn 
the greatest reward. The incomes of households are assumed evenly 
divided within each region (i.e. each household has the same 
factor endowment) and all households have identical tastes. The 
income elasticity of demand for clothing is assumed to rise as 
real income rises, and for food to fall. There is no saving. 

5. Initially it will be supposed that the economy is in a state of 
general equilibrium, in which not only are the Pareto optimum 
conditions fulfilled for production and exchange, but, in addition, 
real per capita income is the same in both regions. We shall also 
assume, for the time being, that the populations of the two regions 
are equal in size. This initial situation can then be represented on 
a conventional transformation-box diagram as in figure (i). Here 
TT’ is the transformation, or production possibility, curve, showing 
the amounts of food and clothing that could be produced with the 
given amounts of factors, assuming that they are distributed between 


_the two regions in the appropriate manner. If the economy is in 


general equilibrium when the combination OF, of food and OC, 


- of clothing is being produced, then this is represented by the point 


O’, on TT’. Now if O is taken as the origin for the rural area, then 
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Clothing 
Figure (I) 


oO ee fy T' Food 


its consumption possibilities are represented by the line from F, 
with a slope given by the “terms of trade’’ between food and 
clothing (i. by F,Q.C,). Similarly, the consumption possibilities 
for the urban area, read off from O’, as origin, will turn out to be 
this same line when the system is in equilibrium, and the point 
chosen by each region will also be the same, for we have assumed 
equal populations and identical tastes, and the equilibrium condition 
includes ‘equal per capita income” so that Q,, the chosen point, 
will be the midpoint of the box OC,O’,F,. The line C,F, will also 
be parallel to the tangent to TT’ at O’,, indicating that the marginal 
rate of substitution in exchange is equal to the marginal rate of 
transformation in production. 


(a) The short run adjustment of the model. 


6. In order to see how the model works, this equilibrium situation 
will be disturbed by postulating an identical change in all tastes 
such that clothing now becomes relatively more attractive than 
before in all situations.?) For convenience in exposition, suppose 


2) We could equally well have analysed instead a change in technology, e.g. 
to investigate the effects of increases in productivity in the clothing industry due 
to technical progress, assuming no change in methods of food production, This 
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that this change in tastes occurs after the production decisions had 
been made and carried out (i.e. the dimensions of the box are 
fixed for the time being on the basis of the previous demand 
conditions) but before any exchange has had time to take place on 
the market (i.e. nothing has yet happened inside the box). This 
situation is represented in figure (ii) as follows: At the existing 
price ratio F,C,, the point Q, will no longer be chosen by either 
area. The rural area will be choosing some point nearer C, (such 


as Q,") and the urban area some point nearer F, (such as Q,"), 


Clothing 


Figure (II) 


oO Fe r Food 


so that with the existing prices there will be an excess demand for 
clothing and an excess supply of food. The terms of trade will 
therefore change in favour of clothing, and will continue to do 
so until some price ratio is established at which both areas choose 
the same point (Q,) on the resulting consumption possibility line 
(F,P;). ; 

7. At this stage orthodox economic analysis proceeds as follows: 


The difference between the marginal rate of substitution in 


exchange and the marginal rate of transformation in production 


‘will lead to a shift in the composition of output such that more 


’ problem too has interesting implications for the distribution of labour and for 


fiscal policy within the framework of this model. 
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clothing and less food will be produced (i.e. O’, moves along TT’ 
towards T), and this process will continue (taking account of the 
resulting shifts in consumers’ purchasing power) until the Pareto 
optimum conditions are once more satisfied. *) 

8. The analysis here, however, will pursue a somewhat different 
course, because of the special assumption that is being made about 
the movement of labour. It will also be essential in this context to 
distinguish between the short-run adjustment, when only labour is 
mobile, and the long-run adjustment, in which both factors can 
move. Because only labour moves in the short run, the production 


Clothing 
Figure (I) 


) RF, T' Food 


possibility curve relevant for this part of the analysis will not be 
the general production possibility curve TT’, but a more restrictive 
one (tt’ in figure (iii)) lying within TT’ except at the one point 
where the (fixed) distribution of capital is optimal. It reflects the 
combinations of food and clothing that can be produced as labour 
is reallocated between regions (and hence industries) while the 
distribution of capital remains constant. Now if the composition of 


3) An example of this approach, using the technique upon which this paper is 
based, is to be found in Paul Wells, A General Equilibrium Analysis of Excise 
Taxes, American Economic Review 1955, pp. 345—359, as amended by Harry 
Johnson, General Equilibrium Analysis of Excise Taxes; A Correction, 
American Economic Review, 1956, pp. 151—156. 
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output shifts in the short run so that more clothing and less food is 
produced, this is indicated in figure (iii) by a movement along tt’ 
from O’, to O’2, where O”, is the point that generates a price ratio 
in the market such that the marginal rate of transformation in 
production equals the marginal rate of substitution in exchange. 
This is precisely the sort of shift that will take place, of course, as 
a result of the change in tastes, for it is clear from figure (ii) that 
at Q, real per capita incomes are higher in the urban area than 
in the rural area, and labour will consequently move from food 
production to clothing production. 


Clothing Figure (IV ) 


0 Fo Food 


9. The populations of the two areas will obviously no longer be 
equal after this labour shift, so that we cannot simply read off the 
relative per capita incomes from figure (iii) as we did before with 
figure (ii) in order to determine whether this new situation is an 
equilibrium one or not. We have to convert the aggregate division 
of product represented by Q, into per capita terms. This is done 
in figure (iv), in the following stages: first, get both consumption 
possibility lines referred to the same origin, in this case by redrawing 
F.P, for the urban area as C,P’,, which now has to be read off 
from O instead of from O’,; second, get both aggregates reduced to 
per capita terms, taking the rural population as the base unit, so that 
Q, can be taken as rural per capita income, draw a straight line from 


140 FISCAL POLICY AND INTERREGIONAL 


Q’, to the origin, and on this find a point q’, such that the ratio 
Oq’., OQ’, is equal to the ratio of the rural to the urban population. 
With our assumption of identical tastes, the points q’. and Q, will 
coincide when real per capita incomes are equal in the two areas. If 
urban per capita real incomes are still higher than rural ones, then 
q’2 will lie on the segment of OQ’, between its intersection with F,P2 
and Q’,, as shown in figure (iv). 

10. At this point we must pay careful attention to the ownership 
of the factors of production employed in each region. As labour moves 
from one area to another, we are assuming that its owners also move, 
for no “commuting” (i.e. nonresident ownership of labour) is 
permitted. In the case of capital, however, we shall permit absentee 
ownership, so that when people leave the rural area they will 
retain ownership of the capital they have invested there. Thus the 
residents of the urban area become net investors in the rural area 
in our model, and the consequent interregional income transfers 
have to be taken into account in our analysis. This is easily done, 
however, by shifting the “pivot’’ of the consumption possibility line 
by the appropriate amount from F, in figure (iv), towards O in the 
case we are interested in, and then incorporating the obvious effects 
of this into our analysis. In order not to complicate the analysis 
unduly this element will largely be ignored in what follows. 

11. It will now be assumed that there is some minimal differential 
between real per capita incomes within which no movement of labour 
will be induced. This “threshold” may be due faulty perception or 
to the (objective and subjective) costs of transfer or both. Further 
developments beyond the situation set out in figures (iii) and (iv) 
therefore depend upon whether the resulting differential lies within 
this critical range. If it does, then the short-run analysis ends there. 
If it does not, then the labour supply in the rural area will be 
further reduced, and that in the urban area further augmented 
causing further shifts in the composition of output as O’, moves 
further along tt’ towards t. This should swing the terms of trade 
slowly in favour of food, and, providing the “flight of capital 
holdings” to the urban area is not too great, the differential will 
soon be reduced to the point where labour migration ceases. In this 
short-run equilibrium situation the marginal rate of transformation 
on tt’ (i.e. for labour movements only) will only accidentally equal 
the marginal rate of substitution in the market. It would also be 
accidental if the marginal rate of transformation by capital shift 
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were equal to the marginal rate of substitution in the market, yet 
(by assumption) there is nothing that investors can do about it 
in the short run. 


(b) The long-run adjustment of the model. 


12. In the long run capital too is mobile, and will move whenever 
the mariginal rate of transformation by capital shift differs from the 
marginal rate of substitution in exchange. As has just been pointed 


Clothing 


Figure (V) 
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out, it is just conceivable that in the situation analysed above the 
two might end up the same, as shown in figure (v), where O’; is the 
point on tt to which the economy moved in accordance with the 
analysis of the preceding paragraph, and tit’, is the transformation 
curve representing the combinations of food and clothing that can 
be produced when the labour force is “frozen” at the distribution 
implied by O’; but capital is allowed to move. In these circumstances 
the outcome O’; is both a short and long run equilibrium position — 
in spite of the fact that for labour the marginal rate of transformation 
differs from the marginal rate of substitution, and the economy is 
not on its general production possibility curve. 

13. This was a special case, of course, but the situation is not 
greatly dissimilar even in the general case. In figure (v) tit’, could 


142 FISCAL POLICY AND INTERREGIONAL 


be redrawn in two other essentially different ways, viz. so that its 
slope at O’; is greater or less than in the case just considered. If the 
slope is greater, ie. if the tangent makes a greater angle with the 
horizontal axis, then capital will move out of food into clothing, 
which in figure (v) means a movement of O’; along t,t’! towards ty. 
This implicitly assumes that investment decisions are made on the 
basis of the current distribution of labour, since t,t’, is relevant only 
for the particular distribution of labour obtaining at O’;. Once 
capital has moved, of course, we have to re-open the short-run 
analysis of labour movement in accordance with the new per capita 
incomes, and so repeat the process until we do end up in a 
situation such as was depicted above as a “special” case. It will be 
obvious that an essentially similar argument applies when the 
capital shift is assumed to go the other way. 


Ill. FISCAL POLICY. 


14. At this stage fiscal policy can be brought into the picture. 
Initially the activities of the government will be considered only as a 
transfer mechanism shifting purchasing power between the regions. 
This does not have to be the deliberate objective of the government's 
policy, of course, for it is quite sufficient for our purposes if this 
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turns out to be merely an incidental effect. For the sake of simplicity 
let us first suppose also that the government's getting and spending 
activities are equivalent in our model to poll taxes and poll subsidies. 
Returning to the earlier analysis of the effects of a change in 
consumers’ tastes upon a previously established general equilibrium 
situation (see para 6), it will be seen that there is some poll tax/ 
subsidy (such as F,Z in figure (vi)) which would maintain Q, as 
the equilibrium situation in the market and thus prevent the incipient 
labour shift from taking place by keeping per capita incomes constant 
(and equal) in the two regions. But although this tax upon urban 
residents and subsidy to dwellers in the rural area “holds the 
line’’ as far as short-run resource allocation is concerned, it does 
not prevent the marginal rate of substitution in the market (i.e. 
the terms of trade between food and clothing) from changing 
(from F,C, to ZP;), and it is this that is crucial for the course of 
the long-run (capital) adjustment. 

15. Since the marginal rate of transformation by capital shift only 
was previously equal to the marginal rate of substitution in the 
market, it will not be so now, so that there will be an incentive 
for capital to move, in this case from food into clothing. Should 
the government continue to pursue a policy that prevents all labour 
movement, then the relevant transformation curve will be the one 
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that assumes only capital to be mobile, say tst’s in figure (vi). In 
‘such a case long-run equilibrium will eventually be established at 
an outcome such as O’, in figure (vii), in which less food and more 
clothing is produced than before, where the marginal rate or 
transformation on tst’; is equal to the marginal rate of substitution 
in exchange, and where per capita incomes in the two regions are 
equal (which implies, with the assumptions that we are making, 
that Q, is the midpoint of the “box” OC,O’.F.). To get the result 
shown, it was assumed that capital transfers necessitated remittances 
from the receiving urban area to rural residents amounting to F.K, 
and that the tangent to the indifference curves at Q, intersected 
O’.F, at Z, so that a poll tax of KZ is levied on the urban area and 
the proceeds given to the rural area. Other outcomes are also 
possible, of course, depending upon the exact properties of the 
indifference maps and production functions. 

16. Just as in the “no-government” case analysed earlier (paras 12 
and 13), we here end up in a situation which is not on the general 
production possibility frontier. This type of fiscal policy could, 
nevertheless, be used to bring about a shift onto the frontier if this 
were considered desirable. Thus, starting from the situation depicted 
in figure (v), such a policy would involve creating real income 
differentials so as to shift labour in the desired direction (initially 
back along tt’ in figure (v)), which would change both the 
marginal rate of substitution in the market and the marginal rate 
of transformation by capital shift only, so that a further reallocation 
of capital would then take place, causing further labour shifts, and 
so on, and in the end the economy could be induced into the Pareto 
optimum situation corresponding to the new demand conditions, 
with real per capita incomes in the two regions made equal by 
redistributive poll taxes and subsidies. 

17. When the effects of indirect.taxes are considered, the analysis 
becomes rather more intricate, but shifts in relative per capita 
incomes can still be effected (or frustrated) by this means, For 
example, in the situation discussed earlier in para. 14, suppose that 
an indirect tax is levied on sales of clothing at such a rate that the 
yield is equal to that of the poll-tax F.Z of figure (vi), and the 
proceeds are used to make flat-rate per capita subsidies to the 
food-producing sector. The outcome is shown in figure (viii), where 
the tax on clothing at rate @ drives a pair of “wedges” between 
the consumption possibility lines of the two areas, this gap being 
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filled by the subsidy to the rural area, leaving both regions on ZP; 
and choosing Q, (as in the figure (vi) case). But investors are 
interested in the marginal rate of substitution on the market net 
of indirect taxes (i.e. F,P;), and this is closer to the original marginal 
rate of substitution F,C, than was the ZP, resulting from the poll- 
tax case, so that the long-run adjustment will be smaller because of 
this reduced incentive for capital to move. 

18. If the government is allowed into the picture as a purchaser of 
goods and services, and not simply as a transfer mechanism, then 
the ramifications of fiscal policy are greatly extended. Let us suppose 
that the government wishes to acquire for its own purposes part of 
the output of one of the industries (say clothing) yet at the same 
time wishes to keep the labour force where it is (perhaps because 
its demand for clothing is temporary, say for stockpiling). The 
policy objectives are therefore (a) that the required amount of 
clothing is made available, (b) that the commodity markets are left 
in equilibrium, and (c) that per capita incomes in the two regions 
remain, the same. In terms of figure (ix) this requires, respectively, 
that (a) the effective tax slice have the desired width, (b) that the 
‘two points chosen be on the same v~rtical line, and (c) that (in 
our case of equal populations and identical tastes) Q. be the 
‘midpoint of this vertical line. This effectively fixes points such 
as Q, and Q’, in figure (ix), and the appropriate fiscal policy is 
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then indicated by drawing in the tangents to the indifference curves 
at these points, and finding their intercepts on OF, and O’,F,, 
io. Z and Z’ respectively. Any combination of fiscal measures 
that establishes these latter positions as points of departure for 
the process of exchange will be acceptable from the short- term 
policy viewpoint outlined above. Three of the many possible fiscal 
programmes may be mentioned in passing. First, as shown in 
figure (ix), a relatively low poll tax (ZF,) might be levied on 
rural dwellers, and a relatively high one (Z’F,) on urban dwellers, 


Clothing 


Figure (IX) 


(é) Z FS re Food 


for although our assumptions about income-elasticities of demand 
tend to swing the terms of trade in favour of food as disposable | 
incomes fall, the governmental stockpiling of clothing makes this 
commodity so short that this latter effect in fact predominates, and 
the terms of trade move in favour of clothing. As a second possibility, 
a general sales tax might be levied (or, what amounts to the same 
thing in this model, a uniform proportional income tax) as shown — 
in figure (ixa), yielding YF, (and Y’F,) and supplemented by a | 
poll-tax of Y’Z’ on urban dwellers and a poll-subsidy of YZ to 
rural dwellers. A third possibility, shown in figure (ixb), would 
be the levying of an indirect tax at rate 0 (the angular difference 
between F.C, and ZQ,) on clothing, supplemented by a uniform 
poll-tax in both areas yielding ZF,. This last alternative not only 
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Clothing 


Figure (IXa) 


0 YZ Tr! 


has no taxes that are directly discriminatory on a geographical 
basis, but also has the advantage that if the “short-run” policy 
spills over into the “long-run” in which capital movements are 


Clothing 
Figure (IX6) 


0 Fg 9 ies T' Food 


possible, then no such movements will in fact take place, since 
the relevant marginal rate of substitution for investment decisions 
is that net of indirect taxes, and this remains the same as before, 
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namely F,C,. In the other two cases mentioned, on the other hand, 
it is the market rate of substitution that counts, and in both cases 
this has been changed to ZQ,, which differs from the marginal rate 
of transformation at O’,. Further policy problems of this kind could 
be set and analysed in a similar manner, but there seems little point 
in working them out in detail here. *) 


IV. INTERPRETATION OF THE MODEL. 


19. It might be useful at this stage, however, to re-examine the 


assumptions upon which the analysis has been based, so as to see 


which of them are essential and which could be relaxed without 
critically affecting the results obtained. 

20. The assumption of perfect competition ensures that price and 
output adjustments are made fully and smoothly. If monopolistic 
bxidliggpolistic conditions prevailed then further possibilities for 


theaarpn-fulfilment ofrthe Pareto optimum conditions are introduced, — 


butt asrthis field!has been well worked over in the literature there 


seems little point in trying to incorporate these complicating factors — 
explicitly into the analysis here. Nor is very much gained (except — 
greater generality!) by relaxing the limitations of only two goods, — 


two regions, and two factors. 

21. The assumption that factor supplies are fixed is rather more 
serious, however, implying as it does both that the quantity of 
available factors is fixed and that all available factors are kept 
employed. With changing taxes and subsidies, and varying market 
conditions generally, this assumption does not seem to be very 
convincing. The analysis could, however, be extended, to take care 
of this in a rough and ready way, for instance if the supply of 
labour were a function of the absolute level of real incomes, then 
this would introduce an additional relationship which would cause 
the production possibility curves to expand or contract as the 
situation changed. A variable supply of capital would be more 


difficult to handle since it would involve introducing saving into’ 


+) Professor Samuelson has suggested. that it would also be possible to use this 
model to analyse the implications. for the distribution of labour between industries 


of pursuing a wages policy based on average rather than marginal productivity 
of tabour. 
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the model. Some attempt could be made to allow for this by 
postulating the setting aside of some part of current output (as 
in the government stockpiling case above) and then subsequently 
extending the production possibility curve in some more or less 
systematic way (and adjusting inter-regional remittances on capital 
holdings of non-residents where necessary), but if this sort of 
problem is to be dealt with at all satisfactorily the model really 
requires recasting in a more radical way so as to take account of 
all the inter-temporal considerations involved, in other words the 
present static model should be abandoned in favour of a more 
dynamic one. 

22. The technological assumptions of the model can be varied 
rather easily, and although the specific results we obtained will be 
changed, the method of analysis remains perfectly valid, and it is just 
a matter of grinding out the implications of the new assumptions. 
The complete specialisation of each region upon one commodity is 
another assumption adopted simply to facilitate exposition, and this 
too could be relaxed without very serious consequences. Only if 
all regions are (and remain) identical in their productive set-up 
and factor endowment is the analysis seriously undermined, for 
then it becomes irrelevant! So long as differing degrees of specialis- 
ation exist, then in general our conclusions remain valid. It would 
mean, however, that the geographical immobility of labour would 
have a much less restrictive effect upon possible output shifts, since 
these could be effected intra-regionally to some extent, a possibility 
that we have not considered above, and there would also obviously 
be a moderating influence upon real income differentials. 

23. The assumption that all households have identical tastes is 
again a matter of convenience, making possible the use of community 
indifference curves. Differing tastes could be accommodated by 
further subdivision of groups, and similar complication of the 
analysis would permit relaxation also of the assumption that within 
each region incomes are evenly distributed. This would probably 
also require some more sophisticated version of our basic hypothesis, 
and it seems justifiable to limit the analysis at this exploratory 
_ Stage to the cruder aspects of the problem. 
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V. POLICY IMPLICATIONS. 


24. In conclusion, the implications of this analysis for the conduct 
of fiscal policy as it affects resource allocation may be sketched 
very briefly. Firstly, it should be noted that no generally applicable 
rules of thumb are generated. For instance, there is no reason, in 
principle, to condemn indirect taxes relatively to direct taxes, or 
vice versa. In the cases analysed in figures (ix), (ixa) and (ixb), 
it was found possible to achieve the shortrun policy objectives 
equally well in a variety of ways, and it depended on the long run — 
objectives which of the particular arrangements would be preferred. 
Nor is there any reason, in principle, why ostensibly “discriminating” 
taxes should be any more “distorting” than ostensibly “uniform” 
ones, as will be seen from the same three cases just mentioned. Nor, 
again, is there any reason, in principle, why a situation with 
governmental intervention in the form of taxes and subsidies should | 
necessarily be worse (or better) than one without any. As will be | 
seen from paras 14 to 16, governmental activity may increase | 
efficiency and total output, or it may reduce them. The important 
thing in each instance is not to be dogmatic. 

25. To be more possitive, however, there are a few points that | 
emerge that are of relevance to current policy making. It has been 
argued by some people that a policy of real income equalisation 
between regions, by inhibiting factor mobility, will lead to bad resour- 
ce allocation. The implication of the foregoing analysis is that this 
will depend on the actual measures taken to equalise real incomes. 
It is not the pursuit of this policy aim, but the way in which it is 
pursued, that counts. Labour will certainly become immobile if real 
incomes are equalised (and if the “general living standards” 
hypothesis is correct), but so long as capital is still mobile it will 
still, in general, be possible to achieve an efficient allocation of 
resources. But even if this proves not to be so, then the desired 
distribution of labour can first be brought about (by creating 
differentials through fiscal policy if necessary) and then capital can 
be encouraged to make the necessary adjustments while holding 
real incomes equal. Fortunately, policy problems do not require in 
practice the nice judgment implied in this analysis. In reality, there 
seems to be a considerable “threshold” that has to be cleared before 
differentials become large enough for factor owners to respond to 
them. This does, of course, make fiscal policy more sluggish in 


RESOURCE ALLOCATION 151 


operation than we have indicated, but it also allows a wider margin 
of tolerance for errors. 

26. Finally, the agnostic attitude with which we are left is similar 
to that emerging from the Buchanan/Scott controversy, *) but these 
findings are hardly corroborative since the respective analytical 
frameworks are very different. Placed in a wider context, our 
results are perhaps best seen as further support for the (already 
unexceptionable) conclusion of modern welfare economics, that any 
departure from an optimal situation is non-optimal, but departures 
from non-optimal situations have to be judged on their merits! 


5) See “Federal Grants and Resource Allocation”, Journal of Political Economy, 
1952, pp. 208/217 and 534/538. 


POLITIQUE BUDGETAIRE ET REPARTITION 
INTERREGIONALE DES RESSOURCES 


par ALAN WILLIAMS 


RESUME 


Cet article a pour objet d’examiner les implications découlant 
d’une hypothése simple, mais légérement inorthodoxe, relative au 
comportement de la main d’oeuvre en tant que facteur de production. 
Dans son expression la plus simple, cette hypothése, c'est que les 
déplacements de main d’oeuvre d'une région a l'autre d’un pays 
donné réagissent 4 des différences existant entre niveaux de vie 
généraux des régions plutét qu’a des différences existant entre 
salaires proprements dits. Lorsque la main d’oeuvre va dans une 
nouvelle région, peut-étre n’a-t-elle pas une idée trés précise du 
salaire qu'elle pourra y obtenir, la décision de déménager devra 
donc se fonder sur une notion approximative du niveau de vie dont 
jouissent les apporteurs de travail qui s'y trouvent déja. Ceci 
suppose implicitement que sous ce rapport il sera rapidement im- 
possible de distinguer les nouveaux venus des résidents déja en 
place, ce qui 4 son tour implique une méme structure d’accession a 
la propriété, de méme que la parité pour les gains et salaires 
immédiats. 

Pour étre aussi précis que possible, l’analyse repose sur un modéle 
simplifié, emprunté 4 la théorie du commerce international, mais 
modifié de fagon 4 s’adapter aux conditions du commerce inter- 
régional et a fournir des conclusions applicables en politique budgé- 
taire. La Section II expose ce modéle, qui suppose la concurrence 
parfaite, deux sortes de biens, deux facteurs (dont les quantités sont 
déterminées) deux régions, des rendements constants 4 un ordre 
de grandeur et 4 des techniques donnés. Partant d'un optimum 
Parétien tant pour la production que pour les échanges, on suppose 
un changement dans les gofits pour montrer comment réagira le 
modéle. La main d’oeuvre est le seul facteur qui se déplace a court 
terme, et ce transfert a lieu toutes les fois qu'il y a des divergences 
entre les revenus par téte réels des deux régions. A long terme, le 
capital aussi se déplace, mais ce transfert n’a lieu qu’en réponse a 
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des différences interrégionales apparaisant dans ses rendements 
marginaux propres. On démontre que dans ces conditions l'équilibre 
qui s’établit (tant 4 long terme qu’a court terme) peut fort bien se 
trouver a l’intérieur (et non sur) la courbe de possibilité géné- 
rale (TT’). 

La section III expose comment divers impéts, transferts et achats 
faits par le Gouvernement peuvent influencer la structure de 
l'économie, tant en ce qui concerne la composition de la pro- 
duction que la répartition des revenus (et donc des facteurs) entre 
les régions. Dans la Section IV on explique comment relacher 
certaines hypothéses restrictives du modéle, et dans la Section V 
on examine une partie des conclusions qui peuvent en étre tirées 
pour l’élaboration d’une politique. Il faut d’abord remarquer qu'il 
n’en ressort aucune régle empirique universelle, applicable 4 tous 
les cas. Par exemple, il n’y a en principe aucune raison de se 
prononcer contre les impéts indirects en faveur des impéts directs. 
ou vice versa. Dans les cas examinés ici, on démontre que les 
objectifs d’une politique 4 court terme peuvent étre atteints également 
bien par différents ensembles de mesures budgétaires, et ce sont 
les objectifs 4 long terme qui déterminent les modalités particuliéres 
qui seront préférées. De méme, aucune raison ne permet, en principe, 
de voir pourquoi des impéts visiblement ,,discriminatoires’ engen- 
dreraient davantage de ,,distorsions’” que des impdts ostensiblement 
,égaux’’, comme on le démontre encore dans les cas susmentionnés. 
En principe, il n'y a encore pas davantage de raison de dire qu'une 
situation prévoyant l’intervention de l'état (sous forme d'impéts et 
de subventions) soit nécessairement pire (ou meilleure) qu'une 
situation sans aucune intervention gouvernementale. L’important 
dans chaque cas, c’est de ne pas étre attaché au dogme. 

Du cété positif, l’'analyse laisse entendre qu'il est possible 
d’égaliser les revenus réels entre régions sans entrainer les effets 
facheux, souvent redoutés, sur la répartition des ressources. L'issue 
exacte ne dépend pas de la poursuite d'une telle politique, mais des 
moyens par lesquels elle est suivie. La main d’oeuvre manquera 
certainement de mobilité si les revenus réels devien-ent équivalents 
(et si l'hypothése du niveau général de vie se vérifie) mais tant que 
le capital restera mobile, il sera, en général, encore possible de 
réaliser une répartition efficace des ressources. Et méme si cette 
idée ne se vérifiait pas dans certains cas particuliers, la répartition 
souhaitée de la main d’oeuvre pourrait alors étre provoquée (qu’en 
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créant des différences interregionales de revenus au moyen d'une 
politique fiscale si besoin en est), ou le capital pourrait étre invité 
aux adaptations nécessaires, tout en maintenant l'égalité des revenus 
réels. 

Placées dans un contexte élargi, ces conclusions peuvent étre 
considérées comme soutiens additionnels du résultat (déja indis- 
cutable): l'économie sociale, d’autant mieux que toute déviation d’une 
situation d’optimum est en soi non optimum, tandisque les déviations 
de situations non optimum doivent se juger sur leurs qualités intrin- 
séques. 


REPORT OF A PRELIMINARY SURVEY OF THE 
TAX SYSTEM OF ARGENTINA 


by STANLEY S. SURREY and OLIVER OLDMAN * 


INTRODUCTION 


This Report on Argentine tax problems is the result of about a 
two weeks stay in Buenos Aires, June 7—20, 1960. The trip was 
made at the request of Dr. Guillermo Walter Klein, Secretario de 
Estado de Hacienda, and its purpose was to provide advisory 
assistance to the Government of Argentina with respect to aspects 
of its tax system. The assignment was undertaken through the 
auspices of the Ford Foundation, to whom Dr. Klein had made his 
request. We received the full cooperation of Dr. Klein and that of 
the officials in the Hacienda and in the Tax Office (Direccion 
General Impositiva). Our work was essentially twofold in character: 
A considerable part of the time, six afternoons, was spent in a 
first-hand examination of aspects of the organization and procedures 
of the Tax Office, through interviews with the heads of the various 
operational divisions and through visual inspection of activities 
being performed. Several conferences were also held with the 
present Head of the Tax Office and his immediate staff. The 
Head of the Tax Office was appointed only a few weeks ago 
as an “Interventor’ to reorganize the Tax Office. The second 
aspect involved interviews and conferences with persons in and 
out of Government who had a reasonably close relationship to the 
tax scene. Thus, meetings were held with accountants and lawyers 
practicing in the tax field; persons on the staff of the Faculty of 
Economic Sciences of the University of Buenos Aires and of the 


* Stanley S. Surrey was Professor of Law and Director of the Harvard Law 
School International Program in Taxation when writing this Report together 
with Oliver Oldman, then Assistant Professor of Law at the Harvard Law School. 
' Mr. Surrey is now Assistant Secretary of the Treasury for Tax Policy. Mr. 
Oldman is now Professor of Law and Director of Training at the Harvard Law 
School International Program in Taxation. — This report does not represent 
official views of the government of the United States, the government of Argen- 
tina, or the Ford Foundation. 
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Faculty of Law and Social Sciences, teaching in the field of 
Taxation, as well as the Deans of the two Schools; persons in the 
Government (Hacienda and Banco Central) engaged in statistical 
work; the Minister of Agriculture, who was the first Director of 
the Tax Office on its formation; and several experienced business 
executives. Meetings were also held with United States and United 
Nations personnel, including the Ambassador and the Economic 
Counsellor at the United States Embassy, personnel of the 
International Cooperation Administration, and United Nations 
officials in the fields of public administration and technical assistance 
training. The work was concentrated on the aspect of taxation, and 
no effort was made to explore to any significant extent the Govern- 
ment’s general economic program, business conditions, the relation 
of revenues to expenditures, or the like. We understood that recent 
studies respecting the Government's economic program had been 
made by the International Bank and the International Monetary 
Fund. Also, the work was confined to Buenos Aires, so that no 
consideration was given to the administration of Federal taxes 
outside of Buenos Aires or to the taxes levied by the provinces and — 
municipalities. With respect to the taxes we considered, attention 
was primarily concentrated on the income tax. 

It must be recognized that the informations and generalizations — 
contained in this Report are qualified necessarily by the infirmities | 
implicit in the shortness of the trip and the lack of prior familiarity 
with the country. There undoubtedly will be errors of detail and 
perspective. But we have gained a number of impressions, some of 
a broad nature and some by way of detail. These are set forth not 
as the final word but as an introduction to some of the problems — 
of the Argentine tax system. It is hoped that the main points 
reasonably reflect the essential aspects of the current Argentine tax 
situation. While, as stated above, the purpose of the study was to 
provide advisory assistance to the Government of Argentina through 
the auspices of the Ford Foundation, this Report is to be considered 
as reflecting the views only of the Authors. 


OF THE TAX SYSTEM OF ARGENTINA 157 


PART ONE: TAX POLICY 


I. SUMMARY OF PRESENT TAX SYSTEM 


The following is a brief summary of the present Argentine Tax 
System: *) 

Income Tax: A Federal income tax applies to individuals and 
corporations. As respects individuals, the exemptions are fairly 
high, so that the average skilled worker is probably not subject to 
tax. The basic exemption is $ 24,000?) plus $8,000 for persons 
supporting a family. Then there is an exemption of $8,000 for a 
spouse and $ 4,500 for each dependent. The first $ 45,000 of wage 
and salary income is also exempt. In addition,.if the members of 
the taxpayer's family exceed two in number, there is an additional 
$ 1.200 for each; if the children exceed three in number, there is 
also an additional $2,400 for each child in excess of three. As a 
consequence, for a family with two children, the exemptions come 
to about $100,000. The average wage of industrial workers early 
in 1960 was said to be $58,000; electrical employees, $ 109,000; 
employees in extractive activities, $72,000; employees in retail 
activities, $57,000 to $79,000. As respects taxable income, the 
basic rate is 9%. 


1)The Tax Translation Service, Avenida Pte. R. Saenz Pena 1119, contains 
English translations of the Income Tax, Excess Profits Tax, Revaluation of 
Assets, Substitute Tax on Capital, Sales Tax, and Administrative Tax Procedure 
Laws. The translations are in good English, but no independent estimate has been 
made of their accuracy. It is possible that translations of some of the Regulations 
are available. The Spanish text of the various tax laws can be found in the 
October, 1959, Bulletin of the Direction General Impositiva, Vol. II. Additional 
relevant laws are the 1960 changes found in Law No. 15,273 and the Tribunal 
Fiscal Law No. 15,265. The above material is available at the Harvard Law 
School International Program in Taxation. A brief description of the tax structure 
is in the United States Department of Commerce Bulletin, Establishing a Business 
in Argentina (1959), and in the Price Waterhouse & Co. publication, Doing 
Business in Argentina (1959). Several Argentine texts on tax law exist. An earlier 
summary appears in a report of the United Nations Economic Development 
Mission to Argentina (1957 Draft by Richard Goode), and an article by 


- Herschel and Itzcovich, Fiscal Policy in Argentina, in Public Finance] 


Finances Publiques (1957). Articles on current topics appear in the Review of the 


' River Plate. 


2) Figures unless otherwise indicated are in Argentine pesos, currently at 
82 or 83 to the ULS, dollar. A “billion” involves nine zeros. 
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A surtax commences at the $10,000 bracket in accordance with 
the following table: 


ANNUAL NET TAXABLE INCOME 


From To Shall Pay Plus On the Excess Over: 
$ 10,000 $ 15,000 — 2% $ 10,000 
15,000 20,000 100 4% 15,000 
20,000 25,000 300 6% 20,000 
25,000 30,000 600 9% 25,000 
30,000 40,000 1,050 12% 30,000 
000 50,000 2,250 15% 40,000 
50,000 75,000 3,750 18% 50,000 
75,000 100,000 8,250 21% 75,000 
100,000 125,000 13,500 24% 100,000 
125,000 150,000 19,500 27% 125,000 

150,000 175,000 26,250 30% N 

175,000 00,000 33,750 32% 175,000 
200,000 250,000 41,750 34% 200,000 
250,000 300,000 58,750 36% 250,000 
300,000 k 76,750 38% 300,000 
500,000 750,000 152,750 40% 500,000 
750,000 1,000,000 252,750 41% 750,000 
1,000,000 ,000,000 355,250 42% 1,000,000 
2,000,000 3,000,000 755,250 43% 000,000 
3,000,000 4,000,000 1,250,250 44% 3,000,000 
4,000,000 and over 1,645,250 45% 4,000,000 


(Note to Table: For 1959 incomes, on which tax is payable in 1960, under an 
“Emergency Tax” additional rates are in effect on incomes over $ 1 million, starting 
at 2 % and rising to 11 % on incomes over $4 million.) 


The average executive is said to earn about $600,000 to 
$ 1,200,000 annually; salaries over $ 4 million are stated to be very 
good salaries. 

There are about 400,000 individual taxpayers who were filing 
taxable declarations, as of the end of 1959. However, the tax on 
wages and salaries is collected in full by withholding by employers 
and with few exceptions these taxpayers are not covered in that 
figure. (An employee must file a declaration only if he has other 
taxable income besides wage or salary income.) There are no 
figures available indicating the number of taxable employees, or 
their income brackets, or the total amounts collected through with- 
holding. The 400,000 figure also does not reflect the total number 
of persons liable for tax, since widespread non-compliance results: 
in many unregistered taxpayers. 

As respects corporations, there is no basic exemption and the 
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tax rate is 33%. For 1959 incomes, the special increases noted in 
the above table also apply. (Argentine branches of foreign cor- 
porations pay at a 38.36% rate. Dividends paid to foreign parent 
corporations of Argentine corporate subsidiaries are subject to an 
8% withholding tax.) About 12,000 corporate declarations were 
filed for 1959. 

Taxable income is in effect computed on a overall basis, though 
the law divides income into four categories. Except for special 
features noted later, the computation follows the generalized lines 
found elsewhere. Business income is largely determined in accordance 
with general accounting concepts. The income tax applies, however, 
only on a territorial basis, so that the tax reaches only income from 
sources in Argentina. The income of Argentine residents, citizens 
and corporations arising from sources outside Argentina is not 
subject to tax. Income from the export of goods produced in 
Argentina, however, is reached to the extent of the wholesale price 
at foreign destination less the cost of the goods plus transportation 
cost. 

Excess Profits Tax. Corporations (and others with business 
income, of which there are relatively few) are subject to Federal 
excess profits tax on net income above $ 300,000. There is also 
an additional exemption of 20% of net income. Any taxable net 
income (after exemptions) in excess of 12% of corporate capital 
is subject to tax rates starting at 10% of that net income up to 
5% of the capital and rising to 30% of that net income in excess 
of 20% of the capital. As a consequence of a revaluation of assets 
permitted for the year 1959 and thereafter, the excess profits tax 
will have a considerably lessened effect under present conditions. *) 
_ The excess profits tax is deductible from the income tax. 


8) This revaluation was permitted by a 1960 law, retroactive to 1958 incomes. 
Coefficients of revaluation are set forth in the statute, starting at 30 times the 
portion of the original cost allocable to the remaining life of the asset for assets 
acquired in the years 1944 or earlier, and ranging downwards to 9.2 for 1950 
assets, 3.8 for 1955 assets, and 2.0 for 1958 assets. The difference in values is 
subject to a 5% tax, payable in four annual installments of 40%, 30%, 20% and 
10%, and deductible in computing net income. The difference in values can be 
. deducted as a depreciation deduction over a 10 year life as respects machinery; 
the original cost remains subject to the usual depreciation rules, as does the 
difference in values as respects real property assets. While revaluation is 
optional with the taxpayer, most taxpayers appear to have elected to revalue 
their assets in view of the appreciable tax advantages. In addition, a desire to 
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Substitute Tax on Corporate Capital. An annual Federal tax 
of 1% on corporate capital is levied as a substitute for the exclusion 
of corporate bearer shares from the Gift and Inheritance Taxes on 
individuals. Domestic corporations with registered shares may elect 
to be exempted from this tax. 

Capital Gains Tax. A Federal tax on capital gains (except 
otherwise taxable gains arising in the course of business or with 
respect to depreciable assets and real property used in business) 
and on certain other sporadic income, referred to as the tax on 
Eventual Profits, is levied at a 5% rate. 

Gift and Inheritance Taxes. Individuals are subject to Federal 
gift and inheritance taxes, with rates varying according to the 
degree of relationship to the donor or decedent. Spouses, parents, 
or children are in the lowest category, and the top rate here is 
20% on amounts over $ 1 million. 

Manufacturers Sales Tax. A Federal manufacturers sales tax is 
applicable at an 8% rate. This tax applies to goods sold in Argentina 
or to exported goods. (Various rates are applied to certain exports.) 
Certain items of basic necessity, many foods, etc., are exempted. 

Excise Taxes. A number of excise taxes on specific commodi- 
ties, such as alcohol, tobacco, matches, tires, luxury articles, are 
levied by the Federal government at varying rates. A tax on gasoline 
is collected by Y.P.F., the national oil company. 

Import Surcharges. Import surcharges are levied by the Federal 
government on a wide range of commodities up to 150% of the 
cif. price in Argentina. The customs rates, imposed in addition, 
are largely nominal since they have become outmoded. (A revision 
of the customs law is in prospect.) 

Stamp Tax. Stamp taxes are levied by the Federal District and 
the provinces at varying rates on numerous commercial and other 
documents. The basic rate in the Federal District is .006%. 


reflect lower profit ratios and dividend rates, as compared to those based on 
‘original capital when present profit levels measured by inflated pesos are used, 
plus a desire to provide more realistic balance sheets for purposes of negotiating 
with foreign investors seeking to enter into joint enterprises with Argentine 
business and for other business situations, were some of the non-tax factors 
making for the election to revalue assets. This revaluation of assets replaced a 
prior system of increased depreciation allowances based on coefficients varying 
with the acquisition date of the assets. 
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Real Property Tax. The Federal District and the provinces levy 
real property taxes. 

Lucrative Activities Tax. The Federal District and the provinces 
levy taxes on gross receipts of commercial, professional and certain 
other activities. The rates vary among the provinces and the 
categories of taxpayers, and in many cases the tax comes to a 
significant amount. Basic rates appear to range from .006% to 
01%, but these are subject to surcharges. 

Social Security Tax. The pension laws require employers to pay 
a 15% tax on wages and to retain an 11% tax from the amounts 
paid to employees. 

The Tax Office administers all Federal taxes, including the 
taxes for the Federal District, with several exceptions. It does not 
administer the pension fund taxes, the tax on gasoline and related 
commodities, or the customs duties. 

The Federal tax collections for the year 1958/1959 (the Govern- 
ment fiscal year commences November and estimates for the 
year 1960 are given below. The estimates may be on the low side. 
These figures are not presented to give precise data, and the scope 
of some of the taxes is not fully indicated. Rather, they are intended 
to show the relative importance of the various Federal sources of 
income. 


GROSS REVENUES RECEIVED BY THE FEDERAL GOVERNMENT 
DURING THE PERIOD 1958/1959 AND ESTIMATED AMOUNT FOR 1960 


(in millions of Arg. pesos) 


R It * Collected Estimated 
Se 1958/1959 1960 
a) Comprised in the estimate of 
General Revenue Resources . . 64.880.6 74.651,4 
Customs House Taxes and Port Rates . 2.221.7 2.900.0 
Excise Taxes . Seca 8.238.0 9.700.0 
Real Property (presumably 
Federal District) . aCe tins 870.6 1.281.0 
Income akties ie sce alee be ns 15.280.8 18.664.0 
Sales Tax . /ciaeas Pra pe sae Stra 8.380.0 10.400.0 
Excess Profits Tax ea ee eos 1.617.2 1.000.0 
Steniprlaxvecarkos scopic ab eceain 1.841.5 2.000.0 
Inheritance Tax . heir istes 297.8 350.0 
Substitute Tax on Capital . Ceaeasicinire 722.8 950.0 
‘Tax on Horse Racing . . . . «+ 486.7 500.0 
Tax on Eventual Profits .... . I 873.8 1.050.0 
Consular Dues. . . Cia acter 715.6 800.0 
Miscellaneous Participations ope eas — 500 


National: Lottery: = Gin ies. 3. 631.3 629.4 
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Collected Estimated 
Reventie: Kem 1958/1959 1960 
Miscellaneous Revenue . : 1.901.0 1.548.0 
Post Office and Telecommunications . 1,422.7 1.800.0 
Refund of Public Debt . Allr nS 1,071.1 2.389.0 
Contribution of State Enterprises . . — 40.0 
Surcharges and Retentions on 
Imports and Exports. .. . mms 18.308.0 18.500.0 
b) Not Comprised in the Estimate of 

General Revenue Resources . .. . 2.112.0 9,795.3 
Tax on Fuel and Lubricants . .. . 747.0 3.397.6 
Apprenticeship Tax . ...... 269.6 232.0 
Additional Tax on Horse 
Racing: (law ld)2o2)c0 eniclosaee s aien os i 133.8 
"Taxon “‘yerba mate’ +1... ec. S 7.9 8.4 
Cereals (Grain) — Exporters 
Contribution . . . Sita eats 127.1 80.0 
Tax on Insurance Premiums. . . . 37.3 22.5 
Extra Charge on Liquid and Solid 
Fuel — National and Foreign. . 521.9 5.703.0 
2% Contribution on Martime Freight . 217.5 160.0 


Additional 1% on the Amount of 

Insurance Premiums in Charge of 

Contract Holders . . 63.7 45.0 
Contribution on Official Advertisements 

and Publications or Mixed Government 

ponterprisesiirak cic s.cudiee |. nyt Sele me 8.5 13.0 


TOTAL: | 66.992.6 84.446.7 


II. CONSIDERATION OF ISSUES OF TAX POLICY 


This Report does not attempt to describe or define all the issues 
of tax policy that presently exist in Argentina, nor to indicate 
solutions for any particular problems. The emphasis instead is on 
two main points: one, significant unresolved issues of tax policy 
clearly exist in Argentina; and two, the institutions and procedures 
available for consideration of those tax issues are not such as to 
permit the degree of exploration and analysis which those issues 
deserve. Some of these unresolved issues are briefly described in 
the following ..aterial. They are presented as illustrations of the — 
kinds of issues that require consideration. 


A. SOME UNRESOLVED ISSUES 
1. Income Tax and Related Taxes 


The following issues relate to the income tax and the various 
taxes closely connected with it. 
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a. Rates of Income Tax. There appears to be a general feeling 
in business and professional circles and in many government 
guarters that the rates of income tax are too high. This feeling is 
a composite of various factors. Thus, it is believed that to obtain 
needed revenues the rates of tax have been pushed up to higher 
levels to compensate for the inadequate tax base resulting from the 
widespread non-compliance under the income tax, Then, the serious 
inflation of the past years has raised individuals into higher tax 
brackets and thus subjected them to tax rates that they regard as 
too high with respect to their income levels. As a consequence, tax- 
payers have reacted to cushion these effects by evading taxes, so 
that non-compliance becomes the “shock absorber” for taxes 
regarded as too high and for the effects of inflation. Obviously, 
the situation has the effect of a vicious circle. Further, as discussed 
below, the effect on tax rates of any reform in tax compliance will 
in turn have a bearing on attitudes regarding the rates of tax. The 
feeling that tax rates are too high appears, as respects the individual 
income tax, to extend to the brackets from $ 100,000 to $ 500,000 or 
perhaps $ 1,000,000.+) This, however, may reflect the stratum of 
professional and business groups with whom the conferences were 
held. There was no opportunity to consider the attitudes regarding 
exemption levels or rates in the lower brackets, though the feeling 
that the rates were too high seemed on the whole to extend to the 
entire tax, except the very top brackets. This attitude extended as 
well to the corporate rates, though with somewhat less intensity. As 
respects business, there is a general feeling that as a consequence 
of inflation, the income tax is a tax on “capital’’ in that assets must 
be replaced out of profits after tax since depreciation reserves are 
\ inadequate. This criticism is tempered somewhat by the effect of 
the recent revaluation of assets law. 

The composite picture seems to be a widespread feeling that 
tax rates should be re-examined. Any consideration of the level 
of income tax rates must necessarily take account of the high social 
security tax rates, 15% on employers and 11% on employees. 


4) It was stated that an average executive in Buenos Aires earns from $ 600,000 
_ to $1,200,000 a year. The income tax on thése amounts (family of four) comes 
to roughly 33% and 41% of the salaries respectively. As respects United States 
_ salary levels of U.S. $15,000 and U.S. $50,000, perhaps the range of average 
executive salaries in the United States, the United States income tax comes to 
about 18% and 36%, respectively. 
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The trend of individual income rates is shown in the following 
table: 


MARGINAL RATES OF INCOME TAX * 


Marginal rates: 


From 

1932] | 1943] | 1946] | 1950) Cork 

1942 | 1945 | 1949 | 1954 | 1955 | 1956") ene 

0 Pirin er eee es 5 7 7 7 9 
5,000 | 10,000} 5— | 5 7 9 7 7 9 
10,000 | 15000 | 512 | 7 re i ew 9 | i 
15,000 | 20,000 | 525| 9 | 41 15 | 13> | 12 13 
20.000 | 25,000 | 5.50 | 11 oc ie 6b ieee 
25,000 | 30000 | 575 | If 13 | 21 i9 | 18 | 18 
30,000 | 35000 | 6— | 13 1Sicell seal hee Bie 21 


200,000 250,000 | 12.— 21 23 32 34 37 43 
250,000 300,000 | 12,.— 22 24 34 36 39 45 
300,000 350,000 | 12.— 22 24 34 36 39 47 
350,000 400,000 | 12.— 22 24 34 36 39 47 
400,000 450,000 | 12.— 22 24 34 36 39 47 
450,000 500,000 | 12— vp) 24 34 36 39 47 

i 750,000 | 12,— 23 25 36 38 41 49 
750,000 | 1,000,000 | 12— 24 26 38 40 43 50 
1,000,000 | 2,000,000 | 12.— 25 27 40 40 45 51 
2,000,000 | 3,000,000 | 12.— 25 27 40 40 47 52 
3,000,000 | 4,000,000 | 12.— 25 27 40 40 49 53 
4,000,000 | and over | 12.— 25 27 40 40 50 54 


1 From 75,000 pesos. 


* From Herschel and Itzcovich, Fiscal Policy in Argentina, Public 
Finance | Finances Publiques (1957), p. 216. 


The trend of corporate rates is shown in the following table: *) 


Year Corporate Rate 
1932—42 5% 
1943—45 10% 
1946—49 15% 
1950—54 24% 
1956 : 30% 
Current 33% 


5) There may be some errors of detail in the earlier figures. The excess profits 
tax, at lower rates, was first adopted in 1943. 
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b. Variety of Corporation Taxes. A corporation is subject to 
three related but separate taxes: income tax, excess profits tax, and 
substitute tax on capital. (This in addition, of course, to sales tax, 
excise tax, lucrative activities tax, etc.) There is general complaint 
outside of Government, and not essentially disputed in Government, 
that this situation produces a complicated structure whose com- 
plexity is not balanced by compensating advantages. With reval- 
uation of assets, the impact of the excess profits tax presumably 
has considerably lessened. The excess profits does bear a relation 
to the substitute tax, in that an effort to understate capital for the 
purpose of the latter tax will produce a higher excess profits tax 
and vice versa. The substitute tax in turn is related to the inheritance 
tax, since it is a substitute for the inclusion of corporate stock under 
the latter tax. 

The general view in business circles seems to be that the excess 
profits tax and the substitute tax should be discarded, and if any 
compensating revenue offset is required it should be reflected in 
the rate of the corporate income tax. As a further aspect of this 
integration of taxes, it is urged that the tax on capital gains and 
other eventual profits be merged into the income tax, though 
preserving any rate differentials considered. appropriate, to eliminate 
differences in the technical rules applicable under the two taxes. 

c. Treatment of Corporate Shareholders. There is considerable 
uncertainty as to the proper tax treatment of corporate shareholders. 
This is reflected in the constantly changing rules respecting the 
treatment of dividends. In 1950—1954, corporations withheld a 
6% tax on dividends, but dividends were not included in share- 
holder income for individual income tax purposes. (Prior to this 

period there were different rules in effect at various times.) In 
1955, the 6% tax was eliminated (the corporate was increased from 
24% to 30%), and dividends were still exempted from individual 
income tax. Then in 1956 or 1957, dividends were subjected to the 
individual income tax, but an allowance was granted to share- 
holders to reflect the corporate income tax paid on corporation 
profits, In effect, the dividends became subject to individual income 
_tax only when the average rate of individual tax exceeded 30%. 
In 1959 the rules were again changed, and the system presently in 
effect was adopted. If the shareholder declares his stock holdings 
to the tax authorities, his dividends are subject to tax (not grossed 
up) but the shareholder may credit against his tax 33% of the 
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dividends received, if his average tax rate exceeds 33%. If his 
average rate is less than 33%, the tax allocable to the dividends 
can be offset up to 33% of the dividends. But if a shareholder 
does not declare his. stock holdings, then the corporation withholds 
a tax of 8% on the dividends and the shareholder does not include 
the dividends in income. 

The present system is, in the context of present tax rates, 
guite favorable to shareholders and to investment in corporate 
form. The effective rate of tax on dividends on undeclared stock 
holdings is 38.36% (33% of corporate profits plus 8% of the 
remaining 67% of corporate profits when paid as a dividend). This 
rate is reached, as respects the effective rates of individual income 
tax, at slightly less than $1 million income. The shareholders in 
the upper brackets consequently do not declare their stock holdings 
and thus do not pay tax on their dividends. Moreover, all tax- 
payers who can conceivably incorporate their activities do so, and 
operate in corporate form. 

The effect of forcing business and other activities into corporate 
form for tax reasons produces distortions from normal commercial 
conduct. For example, executives attempt to obtain remuneration 
from stock holdings rather than salaries. Further, once the activities 
are placed in corporate form, the effort is made by shareholders to 
avoid even the 8% withholding tax by obtaining funds from the 
corporation in non-dividend, non-salary forms, as corporate expense 
accounts, fringe benefits, etc. In most developed income tax systems, 
the issues regarding corporate taxation assume that dividends are 
taxable at the shareholder level and then revolve around the question 
whether the corporation should be taxed as an entity apart from 
the shareholders. A system on the other hand which exempts 
dividends at the shareholder level and utilizes a corporate rate signifi- 
cantly lower than the top individual tax rates raises rather unique 
issues and problems. 

This preference shown for dividends to shareholders under the 
income tax is reflected in other aspects of the tax treatment of 
shareholders. Thus, the capital gains tax is imposed at a 5% rate, 
lowered in 1960 from 20%. The prior 20% rate was regarded by 
many as too high and was widely evaded through fictitious prices | 
and ‘under the table” arrangements. Another instance is the 
exemption of bearer shares from the inheritance and gift taxes and 
the adoption of the substitute 1% annual tax on corporate capital. 
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While results may vary in certain situations, as a generalization the 
substitute tax is not regarded as an effective quid pro quo. It is 
deductible from the income tax, and is presumably passed on in 
the price of goods sold. Again, shares of stock need not be included 
in the computation of the total assets of the taxpayer for the 
purpose of the individual annual net worth statement required 
from all taxpayers in connection with income tax declarations. 

These various preferences for shareholder investment in corpo- 
rations apparently reflect a feeling in some business circles, such 
as the stock exchange, that the lighter burden on shareholders is 
necessary to encourage economic activity. In part some aspects, 
such as the exclusion from the net worth statement, reflect a method 
adopted in the Peron regime whereby black market and illegal 
profits could be “whitened’’ once they were invested in corporate 
shares, since assets in turn derived from corporate shares were not 
to be questioned as to their source by going behind those shares. 
But, on the other hand, there is considerable sentiment for including 
dividends under the individual income tax, at least as an objective 
for the future, and for increasing the impact of the income tax, 
capital gains tax, and gift and inheritance taxes as respects share- 
holders, as well as including corporate securities in the annual net 
worth statements.*) The frequent changes in the treatment of 
dividends reflect these uncertainties and the related issues can 
hardly be regarded as finally resolved. *) 

d. Treatment of Business Income. The events of recent years 


6) While most corporate shares are in bearer form rather than in registered 

form, it appears that adequate enforcement of the inclusion of dividends in income 
‘or of the shares in net worth statements and gift and inheritance tax assets is 
not on that account rendered difficult. It is generally thought that in the recent 
short period when dividends were taxable they were effectively reached. Banks 
and others collecting dividends for shareholders, or corporations paying directly 
to those presenting dividend coupons, were required to obtain identification of 
the owner, and in absence of identification a tax was withheld at the top rate. 
Consequently, the belief is general that adequate enforcement of tax laws 
regarding dividend inclusion and the like can be maintained side by side with 
the use of bearer shares for corporate and other non-tax purposes. There does 
not appear to be any appreciable disposition to shift generally to registered 
* securities as far as non-tax activities are concerned. 
7) Any consideration of the appropriate taxation of dividends must take 
' account of the widespread practice of declaring dividends in the form of stock. 
Stock dividends are at present treated in the same fashion for tax purposes as 
are dividends in cash. 
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appear to exhibit an increasing trend toward lightening the impact 
of the corporate income tax (and the income tax on any business 
conducted in non-corporate form) through devices aimed at reducing 
the net income subject to tax. Thus, the income tax contains pro- 
visions, adopted in 1956, for investment allowances under which 
50% of the amount invested in fixed assets, 100% of the amounts 
invested in agricultural machinery and other equipment, and 10% 
of the amounts invested in buildings, are deductible from income. 
Depreciation on the entire cost of the assets is in addition still 
available. Under a change in 1960, the law was amended to permit 
some form of accelerated depreciation, in that depreciation need not 
be tied to fixed percentages over the useful life under a straight- 
line method. The forms of accelerated depreciation are discretionary 
with the Government and have not yet been formulated. Further, 
the recent revaluation of assets will materially reduce the amount 
of taxable income in many cases. It is not apparent that the total 
impact of these changes on the computation of business income has 
been carefully considered. There is some feeling that the trend 
toward investment incentives may have gone too far, especially in 
certain activities, such as agriculture. These measures, of course, 
bear a relation to any consideration of the level of the tax rates to 
business income. 

e. Treatment of Foreign Income. The Argentine income tax 
from a jurisdictional standpoint is a “territorial’’ tax, under which 
only income originating from Argentine sources is subject to tax. 
Residents and citizens of Argentina, and Argentine corporations, 
are not subject to Argentine income tax on incomes arising from 
sources outside of Argentina. While this territorial rule is a 
feature, in varying degrees, of the tax laws of some other Latin 
American countries, though not all, it is in contrast with other 
tax systems under which income tax jurisdiction rests on the dual 
bases of either the source of income or residence within the country, 
including domestic incorporation of the taxpayer. 

There are important indications that the restriction of the 
Argentine income tax to territorial jurisdiction alone is producing 
problems. Apparently an amount, the extent of which is uncertain, 
of Argentine capital is invested abroad in foreign securities and 
other activities. There is some business activity conducted by 
Argentine enterprises in neighboring countries. Some devices for 
evasion of the Argentine income tax take the form of claimed 
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expenditures to corporations organized outside Argentina and of 
assertions that assets held in Argentina originated outside the 
country. 

The general impression one receives is that the problems arising 
with respect to foreign source income have not been explored to 
the degree required. In part this lack of exploration stems from the 
pull of a traditional adherence to the territorial rule. In part it 
appears traceable to a lack of knowledge regarding policies and 
techniques used elsewhere in countries which reach foreign source 
income under their income taxes. But in some quarters there does 
appear to be a growing realization that the treatment of foreign 
source income and of effects of the foreign activities of Argentine 
residents and corporations requires study in connection with the 
tax system. It is possible that any effective taxation of shareholder 
dividends under the income tax will hasten this study, since that 
treatment is related to the mobility of capital and the extent of the 
desires of investors to escape such a tax, under the present 
territorial rule, by investing outside Argentina. 

f. Technical Structure of Income Tax. The technical structure 
of the income tax — its technical rules and legal provisions — is 
regarded by practicing lawyers and accountants as generally 
satisfactory. The structure is described as “‘fair’’ to the taxpayers 
and the Government, and as sufficiently adequate to meet business 
needs. It is said that business itself is not overly complex, and that 
complicated corporate mergers, divisions, and the like are not a 
part of the present scene. Needed technical changes in the law are 
made at an acceptable pace. 

Despite this present general feeling as to the technical adequacy 
of the income tax, pressures can be sensed which may create a need 
for increased attention being paid to the technical structure. Business 
will undoubtedly become more complex, partly under the influence 
of investment from foreign countries. A group of modern corporate 
lawyers is beginning to emerge, again partly for the same reason. 
The teaching of business administration and of accounting appears 
headed for modernization. If improved tax administration forces 
_increased compliance, then the “shock absorber’ of evasion will 
no longer be at hand and careful attention will have to be paid to 
}. the legal commands of the tax provisions. The tax consultant whose 
stock in trade is bribery and adeptness at evasion or negotiation 
must yield to the lawyer and accountant whose strength is an 
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intelligent comprehension of the tax laws. Business may thus pass 
from illegal tax evasion to legal tax minimization. Such a change 
places extreme pressure on the adequacy of the technical tax rules, 
as shrewd tax advisors probe for structural weaknesses. There is 
considerable evidence that such shrewdness and a willingness to 
exploit technical loopholes are not lacking in Argentina. 

Another factor is a probable increasing resort to litigation. In 
the Peron regime, there was very little tax litigation since the 
taxpayers did not appear to trust the courts. Later, with inflation, 
the broad-axe devices of evasion, bribery and delay were the 
weapons wielded by the taxpayers. But, as indicated above, if 
stability and order in the tax field are brought about by improved 
tax administration, the weapons must be those of legal and 
accounting ingenuity. The recent creation of a Tribunal Fiscal or 
Tax Court may in retrospect be seen to mark the change. Prior to 
1960 a taxpayer had to first pay any asserted deficiency and then 
seek to recover the payment through court litigation if he desired 
to contest the assertion. Under the Tax Court procedure established 
in 1960, taxpayers may litigate the issue without prior payment. 
If experience elsewhere is any indication, such ready access to 
judicial decision is accompanied by a growth of technical rules, first 
through court decisions and then through increased administrative 
tulings forced by the fact that administrative commands can be 
readily tested in the courts. The present relatively small amount of 
tax jurisprudence in Argentina is thus likely to increase significantly 
as a consequence of the establishment of the Tax Court and the 
changed conditions described above. 

These changes will thus in time require that increasing attention 
be paid to the technical structure of the tax law. As yet, however, 


this need is still on perhaps a somewhat far horizon. Clearly, a — 


consideration of the unresolved major tax policy issues is the need 
of the present, and not that of an overhauling of the technical tax 
structure, 


2. Excise Taxes 


The following issues relate to the various excise taxes. These 
taxes were not considered to the same extent as the income tax 
complex, and the matters discussed are thus only barely illustrative. 


a. Manufacturers Sales Tax. The manufacturers sales tax is 
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an 8% levy upon the price of goods as they leave the manufacturing 
sphere of activity. By law it is intended to be a single stage tax. 
However, the mechanics of computing the tax so that “cascade 
effects’ are avoided within the manufacturing sphere are com- 
plicated. Manufacturers must pay tax on their purchases from other 
manufacturers, but are allowed to deduct such purchases from 
taxable sales. This system is critized in some circles as placing 
an unnecessary burden on the capital requirements of manufacturers, 
since they must have the funds necessary to meet sales taxes on 
purchases of component goods. Some other countries do not have 
this problem because they use an exemption procedure, involving 
licensing, under which the tax is in effect held in “‘suspense’’ until 
a manufactured article is sold to a non-manufacturer or unlicensed 
buyer. In addition, in Argentina goods consumed in the manufac- 
turing process, such as machinery and other equipment, remain 
subject to the sales tax. Some other countries exempt such goods 
from tax. As another factor, there is some thought that the tax 
should become a wholesalers tax, so as to broaden the base and 
thereby reduce the rate of tax to obtain the possible advantages 
that may inhere in the use of a lower rate structure. 

These are some indications that the main issue of the type, 
appropriate business level, and principal technical features for 
Argentina of the basic tax on sales warrants comprehensive con~ 
sideration. To these indications must be added the presence of the 
Federal District and various provincial taxes on gross receipts, 
since these taxes have an obvious relationship to the sales tax, as 
respects both its economic impact and administrative aspects. In 
addition, since the manufacturers sales tax applies to exports, 
though apparently with some varying rates and in connection with 
certain surcharges, the issues inherent in the appropriate tax treat- 
ment of exports would also form a part of a study of the subject 
of the basic sales tax. ; 

b. Various Specific Excises. There are a large number of un- 
related specific excises levied by the Federal Government and 
collected by the Tax Office. These relate, for example, to alcohol, 
_ wines, beer, tobacco, tires, silk, toilet articles, matches, luxury 
articles, travel abroad, sugar, radio and TV commercials, lighters, 
bets on races, admissions, etc. Some of these taxes in effect involve 
several component taxes and surcharges. In addition, there is a 
tax on gasoline and lubricants which is collected by Y.P.F., the 
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state oil company, which is not subject to the control of the Tax 
Office. As in almost any country, such specific excises have their 
roots in history and in ad hoc responses to particular problems. 
Again, as in any country, a re-examination of these specific excises 
and a consideration of their rationalization and integration, together 
with their relationship to any basic sales tax, would seem an 
appropriate matter. 

c. Stamp Taxes. Stamp taxes are applied in Argentina at varying 
rates to a wide variety of commercial documents and transactions as 
well as some non-commercial transactions. While no independent 
consideration was given to these taxes, statements were made by 
some that the taxes deserve study, especially in relation to the 
excise taxes in general. 


3. Social Security or Pension Tax 


No independent consideration has been given to the pension tax 
levied by the Federal Government as an integral part of the pension 
laws. The rate on employers is 15%; on employees it is 11%, col- 
lected through witholding. The amounts collected appear to be in 
excess of benefits currently granted, so that the pension fund in 
effect supports other government activities. The impact of a tax 
on wages at these rates would seem to merit consideration in relation 
to the entire tax structure. Moreover, there are indications that 
numerous problems exist in the administration of the taxes collected 
and benefits granted. Thus, recently the Government has permitted 
employers to amortize pension fund taxes over a five-year period. 
It would appear that in many instances pension fund liabilities in 
effect become a means of internal corporate financing. 


4. The Effect of Improvement in Tax Administration 


a. Present Evasion and Corruption. The present administration 
of the Federal income tax, at least in Buenos Aires, is marked by 
widespread evasion. This evasion takes the basic form for some of 
simply not paying any tax. They do not file declarations, they are 
not registered with the Tax Office, and they thus stay outside the 
system. For others, the evasion takes the form of understatement 
of net income and concealment of transactions. The evasion 
apparently extends to all levels and activities. Medium and 
smal] business is often stressed as the principal offender, In- 
ventories are understated, purchases are overstated; transactions 
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are concealed; the real prices of transactions are not disclosed; and 
so on. It is said that large corporations are not as likely to resort 
to outright evasion; they are too well organized and there is a 
lack of important personal benefit to possible falsifiers. In a 
sense, also, these large corporations are paying not an income tax 
but a “prestige tax’’ in that their position compels the payment 
But other techniques, while not evasion in the above sense, are 
available at this level. The tax consequences of particular trans- 
actions can be resolved generously in favor of the corporation when 
it comes to preparing its tax declaration; the declaration may never 
be inspected by the Tax Office due to the breakdown in tax 
administration; if the declaration is inspected, the inspector may 
not see or appreciate the issue due to the inadequacies of the 
inspection; if the issue is seen, the resolution of the dispute may 
be protracted over a long period. And, in the area of evasion, it 
was said that even some large corporations leave certain transactions 
undisclosed. While executives are withheld on, so that outright 
non-compliance becomes more difficult, there are “under the 
table” arrangements whereby, say, a salary of $1,100,000 appears 
on the books, the tax of about $450,000 is withheld, and then an 
undisclosed payment of $455,000 is made to the executive so that 
he receives a salary of $1,100,000 free of taxes. The aspects of 
corporate payment of the personal living expenses of the executive 
is another factor. Professional classes avoid taxes in varying degrees. 
Thus, physicians were said to be traditional evaders, with the 
effect here of the recently instituted medical expense deduction yet 
to be seen. Accountants and lawyers receiving fees from local 
business sources have more problems where their fees appear on 
corporate books but far fewer problems if the fees are for 
services rendered to foreign clients. 

This widespread evasion of the income tax with its accompanying 
corruption are said to be traceable to many sources. In a direct sense, 
evasion of taxes became the “shock absorber” to offset the effects 
of inflation and of high tax rates. But the path to resort to this 
“shock absorber’’ was made all the.easier by a variety of other 
factors. The years of the Perom dictatorship saw the breakdown 
of a tax administration that is generally said at one time to have 
_ been efficient and honest. Tax administration was misused for 
political ends, and trumped-up deficiencies were asserted for 
political purposes. Able men were forced out of positions in the 
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Tax Office or left in frustration and disgust and political appointees 
entered. Inspectors worked hand in hand with tax consultants — a 
trumped-up deficiency in tax was asserted by an inspector who 
suggested that a consultant be obtained, the matter was adjusted, 
and both inspector and consultant were the richer. Even where the 
consultant was honest, since the courts were regarded as corrupt and 
prejudiced, so that litigation was impossible, the defense against 
unfair assertions of tax liability lays in corruption and evasion. 
Price controls and other regulations brought black market activities 
and the black market is the enemy of honest, effective tax admi- 
nistration. Inflation brought speculation and ways of earning money 
that were outside the traditional paths, so that the natural tendency 
was also to stay away from the tax collector. 

The years of dictatorship and inflation thus left their legacies. 
In more recent years, still other factors came into play. Government 
salaries are far too low, and a decent living is possible in most 
cases only if an outside position is held along with the Government 
position. Employees in the Tax Office are thus overworked, with 
the consequences of strain and inefficiency. The duality of allegiances 
also plays its part. The working conditions in the Tax Office are 
very inadequate, with cramped and old quarters, badly lighted 
rooms, and inadequate machines, typewriters, filing equipment, etc. 
The operational aspects are nearing a breakdown stage,: with 
employees deluged by the processing of masses of papers. The 
overall feeling is that the Tax Office has lost control of the situation, 
The consequent sense of frustration and futility takes its toll. Many 
of the experienced and abler personnel depart for better positions 
in business. Indeed, there is a considerable ‘aspect of courage and 
service in those who have tried to carry on despite all of these 
obstacles. 

Other less tangible factors are stressed. It is said that many of 
the Argentine people feel that the Government does not use “its 
money’ properly, so why pay taxes that are spent inefficiently, 
perhaps even corruptly in some cases. The business world is said 
to be pervaded in varying degrees by relatively low standards of 
morality, in large part presumably the legacy of recent events. 
Others stress a more basic attitude on the part of the Argentine 
citizen, especially the businessman, that laws are made to be avoided, 
that taxation is a game, that there is genuine sport in making a 
profit by evading taxes, There is considerable feeling that the 
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Argentine nation has yet to awaken to a sense of responsibility. 

As one passes from causes back to effects, the crucial fact remains: 
that evasion is widespread. It is only in recent months apparently 
that a careful attempt has been made to measure the extent of the 
evasion. Studies made in 1960 in the Banco Central based on a 
comparison of estimates of national income with income declared 
on tax returns show an estimated underreporting of about 60% for 
the calendar year 1957. The corresponding figure for 1952 was 
49%, indicating a rising trend that may place the 1960 figure 
above 60%. These figures follow: 


ESTIMATES OF INCOMES NOT DECLARED 
UNDER THE INCOME TAX 


(Billions of Pesos) 


Calendar Years 


Items 
1952 | 1953 | 1954 1955 | 1956 | 1957 


a) Income from business, in- 
terest, professions, etc. 
(excluding banks and 
employees) 37,400 | 43,076 | 45,719 | 57,318 | 72,839 | 94,860 

b) Income from tax declara- 
tions of individuals, exclu- 
ding employment income 


before exemption) 14,721 | 16,703 | 17,865 | 19,357 | 23,481 | 26,009 
c) Corporate income 2,394 | 2,585 | 3,475} 5,384 | 5,759) 7,495 
d) Adjustment for excess 

profits tax 693 466 423 474 522 624 
e) Adjustment for investment 

allowances 715} 1,590) 1,777 

b+c+tdte=f 17,808 | 19,754 | 21,763 | 25,930 | 31,352 | 35,905 
Income Not Declared — 


Amount: a— f =e 19,592 | 23,322 | 23,956 | 31,388 | 41,478 | 58,955 


Percentage: 
g-a=% 52 54 52 55 57 62 
Percentage if imputed income 
from residences is not con- 
sidered 49 51 48 51 54 59 
Professional Income Only 
(excluding employed profes- 
sionals) 
.a) Estimated Income 2,929). 3,131viu 3,362 5,754 
b) Income Declared 1,444 2,629 
Difference: 
Amount: a—b=c 1,485 | 1,596 | 1,666 3,125 
Percentage c-a= % Bl 51 50 54 
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These estimates of non-compliance, of course, turn on the ac- 
curacy of the estimates of national income. The Banco Central 
statisticians expressed considerable confidence in the latter estimates. 
It is expected that the above table will be published in a few months 
by the Banco Central. No other estimates appear to be available in 
the Tax Office or elsewhere. 

b. The Aspect of Increased Revenues from Improvement in 
Tax Administration. Even allowing for any inaccuracies in the 
above estimates of evasion, it is obvious that the amounts involved 
in non-compliance are extremely large. The Banco Central statis- 
ticians estimate that if unreported income were collected in full, for 
the year 1956 income tax collections would have been increased by 
109%.*) Amounts of this magnitude will obviously raise important 
issues of tax policy if and when tax administration is materially 
improved. Suppose the assumption is made that tax administration 
will be improved — the groundwork for that improvement is already 
being energetically laid through the efforts under the present In- 
terventor to reorganize the Tax Office. Suppose that the Govern- 
ment’s stabilization program continues to be effective — its 
success will have the result of gradually turning business back to 
normal channels with consequent helpful effects on tax compliance. 
Under that assumption, tax revenues should materially increase. 
The issue thus arises as to the use to be made of those receipts. 
‘Will they be needed to meet deficits that cannot be erased because 
major expenditures in certain Government activities, such as trans~ 
portation, cannot be reduced? Will they be needed to meet expendi- 
tures for other activities, as new services are demanded or offered 
by Government? If they are available for tax reduction, which taxes 
should be reduced and in what amounts? Indeed, a more immediate 
question of the “chicken or the egg’”’ variety may be present. Can 
tax reduction, if that is the end result, wait upon marked improve- 
ment in tax administration and compliance, or is tax reduction’a 
necessary preliminary or at least a companion to increased tax 
compliance? Can the present rates of tax be enforced, or is the 
attitude towards their severity so strong as to prevent really 
adequate measures to achieve effective compliance? 

It is obvious that major questions of tax policy as respects both 
the kinds of taxes to be used and the level of tax rates are directly 


8) It was stated that if evasion of other taxes was eliminated, the increase in 
overall collections would not be quite as high as 109%. 
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linked to the problems of tax administration and tax compliance. 
A related facet is the present backlog of unpaid back taxes. The 
Tax Office records indicate that $ 23 billion of taxes acknowledged 
to be owing remain as yet unpaid as a consequence of extensions of 
time granted by the Tax Office. Some part of this total amount 
has, however, already been paid but the record-keeping has not 
kept abreast of those payments. Thus, the Tax Office believes that 
about $ 15 billion of back taxes remains unpaid. This figure in turn 
represents about one-quarter of annual collections. Hence, any con- 
sideration of the level of the tax burden for the years immediately 
ahead must take account of the needed amortization of these unpaid 
taxes. There is also a similar backlog of unpaid pension fund taxes, 
which appears to be considerably larger in amount. 


5. Overall Aspects 


In perspective, the present tax structure. appears to represent a 
composite of accommodations to many significant pressures. There 
has been the pressure exerted by the activities and effects of the 
Peron regime. There has been the need to respond to the ravages 
that inflation can create in any tax structure. There has been the 
need to respond to the determined, widespread evasion practiced by 
almost the entire community. These pressures have caused frequent 
changes in the tax laws, with consequent uncertainties and disparities. 
There is presently the need to adjust to the stabilization program 
of the Government. And, looking ahead to a horizon that fast comes 
closer, is the need to respond to the desires for rapid economic 
growth as Argentina emerges from the misfortunes of the past and 
fully enters the world of today. It is apparent that a structure which 
is the resultant of so serious and varied pressures merits a careful 
} re-examination and analysis to prepare it to meet the demanding 
problems of the present and the immediate future. 


1B. INSTITUTIONS AND PROCEDURES FOR THE 
CONSIDERATION OF TAX ISSUES 


The need for the present and continued analysis of the issues 
of major tax policy is thus quite marked. In contrast, the indica- 
tions are that the institutions and procedures presently available 
in Argentina for meeting this need are not adequate to the task. 
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1. Consideration of Tax Issues Within the Government 


There does not appear to be any agency within the Government 
that is presently capable of organized, sustained consideration of 
issues of tax policy. Clearly, no such office exists in the Tax Office. 
In the Hacienda itself, there is a small office. Direccion General 
de Impuestos y Contribuyentos, having some degree of responsi- 
bility for tax measures. This office, however, does not engage in 
sustained research and analysis of tax issues, nor is it so organized 
at present as to be able to engage in that work. Its principal energies 
appear to be employed in the implementation through Regulations 
of laws after their enactment. Its members, largely accountants, 
appear to be guided by ad hoc practical past experiences and not 
to engage in sustained research and analysis, whether economic or 
legal. No lawyers trained in tax drafting or analysis are attached 
to this office. 

As a consequence, the formulation of Government tax policy 
appears to be pretty much on an ad hoc basis, featured by the very 
personal participation of a few top officials and by the use of com- 
missions composed of three or four private accountants, attorneys, 
or professors formed from time to time to consider special problems | 
put to them by those top officials. Under these conditions, any | 
formulation of Government tax policy is not likely to possess the | 
foundation of research, analysis, and exploration necessary to 
coordinated and acceptable solutions. 


2. Consideration of Tax Issues Outside the Government 


When one turns to the consideration of tax issues outside the 
Government, the picture is not much brighter. One institution that 
has an interest in considering these issues is the Faculty of 
Economic Sciences of the University of Buenos Aires. (While this 
is a Government University, for purposes of the present discussion 
it is considered as an institution outside the Government, in that 
Government in the latter sense is used in terms of agencies such as | 
the Hacienda and the Tax Office.) A small group of professors and 
assistants is engaged in some research on a few of the current tax 
problems. However, this work in large part seems to reflect the deep 
interests of one or two of the professors rather than an institu- 
tional pattern, There is no research being done in the Faculty of 


OF THE TAX SYSTEM OF ARGENTINA 179 


Law and Social Sciences of the University of Buenos Aires. °) 
There do not appear to be any formulated programs or significant 
research activities in any of the other universities in the country. 
In part, this appears to be a reflection of the lack of a sufficiently 
adequate general training in economics. A private foundation, the 
Di Tella Foundation; is preparing to engage in economic research 
in the next few years, but there is no present indication that its work 
will lead into the tax field. An association of lawyers and ac- 
countants interested in taxation, the Asociacion Argentine de 
Estudios de Derecho Fiscal (Tax Studies Association), is fairly 
active, but its work extends to meetings on topical matters revolving 
around new laws, legal or accounting problems, etc., and the 
offering of tax courses to accountants and lawyers. It is not 
organized to conduct sustained research. Incidentally, the attorneys 
in the Tax Office do not attend these meetings; it appears that 
neither the Association nor those attorneys ever entertained the 
prospect of such attendance. 

In sum, the lack of a sustained consideration of tax’ issues 
within the Government does not appear to be filled by the facilities 
existing outside the Government for that consideration or by the 
extent of the research presently being conducted. 


3. Tax Statistics and Statistical Analysis 


Informed research and analysis of tax issues depends to a sig~ 
nificant degree on the availability of adequate statistical data and 
the utilization of recognized techniques of statistical analysis. 
Both of these factors seem singularly lacking in the agencies in- 
volved in tax policy in Argentina. It is generally recognized both 
in Government and private circles that there is a serious lack of 
statistical information relating to taxation. For example, the Tax 
Office does not know the amount of taxes collected through the 
withholding of income tax as compared with that collected through 
tax declarations, since all collections are lumped together. There 
are no data available with respect to the numbers and wage brackets 
of employees subject to withholding. There is no official connected 


9) As respects library facilities, it was stated that the tax literature in the 
Faculty of Economic Sciences was about 90% complete as respects Argentine 
tax materials, and 30—40% complete as respects foreign tax materials. The library 
of the Faculty of Law and Social Sciences appears to have a lesser coverage. 


180 REPORT OF A PRELIMINARY SURVEY 


with the Tax Office who is statistically knowledgeable. The 
Hacienda and the Banco Central in turn depend, as respects taxes, 
on the meagre statistical data collected in the Tax Office. As a 
consequence, figures utilized as to future tax collections, as to the 
effect of proposed or legislated changes in the tax laws, and as to 
other related matters are no more than the roughest of estimates 
often scarcely progressing beyond vague guesses. Government tax 
policy can hardly be formulated on any predictable basis under 
these conditions. Research, in or outside of Government, is in turn 
severely handicapped. 

There does appear to be an adequate knowledge in Argentina of 
statistical techniques and analysis. Rather, the problem seems to 
be that no informed and concentrated attention has been paid to 
statistical matters as respects taxation, either as to the statistics to 
be obtained, the manner in which should be obtained, and the use 
to which they can be put. 


4. Need for Public Discussion and Education Respecting Tax 
Policy Issues 


There are indications that in Argentina, as elsewhere, there is 


a need for public discussion and education respecting tax policy 
issues. In many quarters it was stated, for example, that the legis- 
lators are not fully appreciative of the many factors involved in 
the formulation of tax policies. One also receives the impression 
that in business circles, while more sophistication is present, there 


is still a lack of informed thought respecting tax matters in contrast | 
with resort to attitudes intuitively felt. Accountants and lawyers | 
working in the tax field are interested in tax policy issues, but | 
understandably are handicapped by an absence of the kind of © 
materials that sustained tax research would offer to them. The ; 
students in the Faculty of Law and Social Sciences and to a lesser | 
extent in the Faculty of Economic Sciences suffer from a similar _ 


handicap. 


In the years immediately ahead, the Government of Argentina | 


will have to make decisions respecting significant tax policy issues. 
It would be considerably aided in both reaching and executing 
those decisions if there were a greater public awareness of the 


problems raised, of the arguments on both sides of the issues, of the | 


importance of the issues, and of the national responsibilities involved. 
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That awareness in turn depends on improving the opportunities 
for public discussion and education regarding these matters. 


C. THE RELATIONSHIP OF TAX ADMINISTRATION 
TO TAX POLICY AND THE GENERAL NEED FOR 
INCREASED CONSIDERATION OF TAX POLICY 
ISSUES 


The above observations point to the need for improving the in- 
stitutions and procedures for the consideration of issues of tax 
policy. The Government must realistically recognize its present 
lack of any sustained tax research looking to the formulation of 
solutions to current tax issues and to the discerning of the issues 
that lie ahead. The short-range remedy is that of centralizing this 
responsibility in an office charged with these duties and staffed 
with personnel — economic, legal, accounting and statistical — 
possessing the necessary talents and inclinations. Procedures must 
be instituted to obtain the requisite statistical data and the data 
so gathered must be properly utilized. But Government alone 
cannot fill the need. Institutions outside of Government, primarily 
the University Faculties, must recognize their responsibilities for 
carrying out sustained, realistically formulated, objective, and 
competently executed programs of research in taxation. Private 
foundations may here also bear some of the responsibility. Further, 
the University Faculties must recognize that they will have to train 
the economists, lawyers, statisticians, and accountants needed to 
conduct this research. Government in turn must recognize the im~- 
portance of employing and retaining this qualified personnel. Busi- 
ness, labor, legal and accounting circles must be aware of the 
materials that research makes available and utilize them in their 
discussions and in the formulation of the tax programs they offer. 
They must also maintain informed contact with that research so as 
to make available to it the knowledge and insights that day-to-day 
experiences produce. 

There is another factor which makes imperative this need for 
informed consideration of tax policy issues. It is generally recognized 
in Argentina today that tax administration is in need of a drastic, 
sweeping reorganization. Yet, serious as the present difficulties are, 
he needed reorganization and improvement are within the reach 
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of the Government. In the tax world of today, competent tax 
administration is basically the resultant of intelligent executive 
ability joined with the proper use of modern office machines and 
routines. The executive ability will devise and manage the proper 
organizational arrangements and office procedures. The machines, 
utilized in accordance with properly developed data processing 
systems, will handle the flow of modern tax information. A Tax 
Office equipped to utilize that information intelligently can readily 
achieve dominant control of the problems of tax compliance. The 
necessary base for the modern tax office — executive ability and 
office machines and procedures — is available in any industrialized 
society and is supplied by the business community. Modern, 
effective tax administration is thus coming within the reach of 
government in any society with a reasonable degree of economic 
development. 

But what of the formulation of proper tax policies? Here the 
task is more difficult. The institutions and procedures for study 
and research respecting tax policy must reach from responsible, 
qualified officials and staffs in Government down through the — 
universities and also into the various groups in society. It is not — 
only that tax issues and their resolution will reflect the pressures, — 
desires, and goals of a country, its peoples, and their culture. It is _ 
also that informed, thought-about tax policy matters require a 
base of institutions and trained personnel that is more difficult to 
achieve than the base for effective tax administration. As a 
consequence, in many countries improvement in tax administration 
in the near future may well outstrip the intelligent formulation of 
tax policy. Tax policy must be capable of using the great resources _ 
which effective tax administration offers to it. It must be alert to © 
restrain tax administration from utilizing procedures and devices 
which sacrifice tax equity in favor of streamlined operating — 
efficiency. As in many other aspects of modern society, the machines — 
and the office routines must remain the servants of policies. In 
Argentina, as elsewhere, special care need be taken that both the 
persons responsible for tax policy and those necessary to its 
intelligent formulation are fully aware it is they who must play 
the dominant role and who must be qualified to play it. 


(End of the first part. The second and the third part will be 
published in the following number.) 


POLITICAL CEILING ON INCOME TAXATION 
by SEI FUJITA * 
Osaka 
INTRODUCTION. 


After World War II, many specialists in public finance have 
been concerned with fiscal policy for economic growth, and 
some of them have attempted to evaluate, from the viewpoint of 
economic development, the merits and demerits of the income tax 
in comparison with other representative taxes. For such a purpose, 
of course, it is most important to examine if income taxes are 
especially detrimental in their effects on the ability and willingness 
to work, to save, to invest and to take risks. Also we should pay 
due attention to the extent to which the unfavorable effects of 
income taxation on the growth potentiality of a national economy 
can be mitigated by making various special provisions in the income 
tax law. However, consideration of the above points ought to be 
supplemented by that of the political aspect. Taxation will reach 
its practical limit when the political and social resistance by tax- 
payers becomes so serious that the government is prevented from 
imposing an additional tax burden. This upper limit, which may 
be called the political ceiling on taxation, depends upon the tax 
structure besides many other factors. If greater reliance on the 
income tax has the effect of lowering this ceiling, this will often 
make it more difficult for the government to foster economic growth 
vigorously through an adequate level of development expenditures. 
Hence, the suitability of the income tax for economic growth depends 
partly upon whether or not it can be compared advantageously with 
other representative taxes in respect to the height of the political 
ceiling on taxation. : 

The purpose of this paper is to examine this political upper limit 
of taxation under the fiscal system chiefly dependent on the personal 
income tax and to clarify practical implications especially for 
‘development policy. As our main concern here is not the absolute 
but relative ceiling, at leest one alternative tax system of practical 


* The author is Assistant Professor of Economics at Osaka University. 
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importance will be needed for comparison. Let us select as such 
the tax system characterized by high reliance on an indirect tax, e.g., 
the general sales tax. Compared with this kind of tax, the personal 
income tax seems to have three main differences which are very 
important for explaining the relative height of its political ceiling: 
They are the differences in (1) taxpayer's consciousness of tax 
burden, (2) taxpayer's cost of compliance, and (3) distribution of 
tax burden. The relevance of these factors to the political ceiling 
on income taxation will be examined in the following three sections. 
Throughout this paper, we want to pay deep attention to the recent 
experience of income taxation in Japan, which seems to be valuable 
for our purpose since the Japanese Government has been obliged 
to reduce its personal income tax rates successively after a remark- 
able increase in rates in 1940's. 


TAX CONSCIOUSNESS. 


Given other conditions including the degree of reduction in real 
disposable income, the taxpayer usually feels his tax burden more 
heavily if he is more ‘tax conscious’, From this viewpoint, it is 
almost undeniable that an indirect tax concealed in the increased 
market price of commodities is superior to the income tax. However, 
the difference between these two kinds of taxes in the degree of 
tax consciousness will be influenced by various factors, and usually 
it seems to be larger at the earlier stages of economic development. 
As one of the most important reasons for this, we may point out 
the very limited applicability of the PAYE system in income taxation | 
in backward countries, which is due to the dominant role of non- | 
corporate firms in national production and to the primitive state of | 
tax administration. Another reason is that, because of the low level | 
of general education, lack of full information on retail prices, etc., | 
taxpayers in backward countries may be rather insensitive to a 
change in the real purchasing power of money induced by indirect — 
taxation, 

Also we should pay deep attention to the fact that a given degree 
of keen tax consciousness might induce quite different reactions by 
the taxpayer, depending on inter alia his subjective evaluation of 
the benefits given by government expenditures. To clarify this point, 
let us mention some examples of practical importance. 
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(1) In under-developed countries, it is a common experience 
that the political system is far from democracy in its true sense and 
relatively small numbers of wealthy people are able to exert a very 
powerful influence on the course of public policy. In such a case, 
the poorer majority often have strong reasons for suspecting that 
their contributions may be spent chiefly for the benefit of wealthy 
people. Keen tax consciousness, therefore, will produce such a 
serious effect on voluntary tax compliance that income taxation 
applied to the masses hardly operates successfully. 

(2) Though to a lesser extent, similar undesirable results may 
be brought about even under political democracy, if people are 
lacking in their ability to evaluate correctly the indirect benefits 
given by public expenditures and/or if they are ill-informed about 
the purpose of tax collection. Special care should be taken to 
avoid such a danger when the government of an under-developed 
country is going to devote a considerable part of its tax revenue 
to constructing the social overhead capital of which the gestation 
period will be quite long and of which the benefits will not be 
easily perceivable. 

(3) In the ‘dual economy’ which is found typically in under- 
developed countries but not confined to them, a substantial part of 
the self-employed, belonging to the backward sector, often suspects 
that the benefits of development policy have been and will be 
concentrated to large companies in the modern industrial sector. 
This is another case where keen tax consciousness is likely to 
prevent voluntary compliance on the part of an important group 
of income taxpayers. 

As is clearly seen from the above consideration, under the 
circumstances prevalent in backward countries, taxpayers’ keen 
consciousness of income tax burden should often be regarded as 
one of the major factors which affect unfavorably the political ceiling 
on income taxation. Even in more advanced countries, it might cause 
considerable trouble in the taxation of personal incomes. One 
example is offered by the recent experience in Japan, Because of 
the pressing needs for government revenue, the base of personal 
income tax in this country was’ greatly extended during the war 
and post-war inflationary periods: Between 1935 and 1949 the 
number of personal income taxpayers increased from about | million 
to 19 million and the ratio of personal income tax revenue 
to national income from 0.9 % to 10.2 %. This drastic extension 
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of income taxation had to be accomplished under the adverse 
circumstances where the income tax burden was to be felt espe- 
cially. keenly: Most of wage and salary earners, farmers and small 
business men were involved in income taxation just when their 
standard of living was far lower than the pre-war level. Furthermore, 
they were mostly critical of the public policy of the Conservative 
Government. In such a situation no one would expect a successful 
administration of personal income tax, even if there were no other 
obstacles. In fact, the Inland Revenue was obliged to use the goal 
system for securing the needed tax revenue, and the great majority 
of returns required upward reassessment. Such a method of tax 
collection caused serious struggles between tax officers and tax 
payers and, as a result, invited further lowering of the willingness 
to comply with taxation and a high level of delinquency. 

Such was the state of income taxation in Japan at the time when 
the Shoup Tax Mission was sent over to this country in 1949 at 
the request of the Supreme Commander of the Allied Forces to | 
make a recommendation about the overall reformation of Japanese | 
tax system. Of course, the Mission acknowledged that a reduction | 
in income tax rates was inevitable to improve the matter. Still, one 
of the greatest emphases in its recommendation was laid on the point | 
that the permanent and equitable tax system in Japan should be the | 
one highly dependent upon income taxes.') Criticizing a system 
of heavy indirect taxes, the Report by the Shoup Mission says: *) 


“.. [Indirect taxes] hide from the citizen the amount that he 
is contributing to government and even make him unaware that 
he is contributing at all. Government then seems to him 
something remote, with which he has little or nothing to do 
except as he asks an occasional favor from it. Moreover, the 
indirect taxes cannot take proper account of differences in 
income and wealth, and in family burdens. They are crude 
machines for distributing fairly the large tax requirements of 
the modern state.” 


Thus the Mission seems to have stressed the point that keen 
tax consciousness might have the merit of inducing a sense of civic 


1) See Report on Japanese Taxation, Shoup Mission, 1949, forward and p. 44. 
{This report will be referred to as Shoup Report below.) 
2) Ibid., p. 44. 
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responsibility, But the development of responsible citizenship is 
inevitably a slow process and, moreover, depends on many factors 
besides the form of tax collection. In fact, even after the Shoup 
Recommendation, these factors have long been so unfavorable that 
keen tax consciousness seems to have invited very vigorous criticism 
and resistance against the high level of income taxation. According 
to our impression, it should be regarded as one of the factors that 
forced down the effective rates of the personal income tax in the 
1950's. In this connection, it would be interesting to note that a lighter 
sensitive burden was stressed as one of the merits of indirect taxes 
in the Report of the Temporary Tax System Research Committee in 
1956 which recommended a remarkable income tax reduction. *) 

Before turning to the next issue, we should point out one factor 
that might mitigate the effect of the keen consciousness of income 
tax burden. In a growing economy, the ratio of income tax revenue 
to national income, under a given progressive tax formula, will 
increase automatically in the long-run. Consequently, if the income 
tax is the dominant source of government revenue, gradually 
decreasing tax rates would be enough to maintain the ratio of 
public expenditure to national income at a constant level. On the 
other hand, it is rather exceptional that we can expect such a 
favorable result from a tax system mainly dependent on the indirect 
tax. Assume for our argument that the general sales tax is the 
sole revenue source. Then the ratio of tax revenue to national income 
would move in the same direction with the ratio of total consumption 
to national income. So long as the acceleration of economic growth 
is an important aim of public policy, it will be difficult to suppose 
that the latter ratio and hence the former one have increasing 
tendencies. From the viewpoint of long-run analysis, therefore, a 
high degree of built-in flexibility of the personal income tax may 
have the effect of smoothing down, to some extent, political 
friction due to keen tax consciousness. 


3) See Rinji Zaisei Chosaka Hokoku, (The Report of the Temporary Tax 
System Research Committee), Dec., 1956, pp. 141—42. (In what follows this 
report will be referred to as Tax Committee Report.) 
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TAXPAYER'S COST OF COMPLIANCE. 


In addition to tax payment, taxpayers are obliged to spend more 
or less money or effort for tax compliance. As regards personal 
income taxation, it often happens that this additional burden is 
rather heavy and the attempt to reduce it by simplifying the income 
tax system is apt to be accompanied by an undesirable effect on 
the distribution of tax burden. If such is the case, the cost of tax 
compliance will unfavorably affect the voluntary co-operation of 
taxpayers, and hence the relative ceiling on income taxation. 

The magnitude of the compliance cost depends partly upon the 
conditions on the side of taxpayers, and partly upon the form of 
tax collection. The worst situation in these respects would be 
found in the case where a personal income tax with self-assessment 
system is imposed on the small self-supporting farmer who has only 
negligible cash revenue and finds much difficulty in estimating his 
own income. However, it will not be only in such an extreme case 
that the cost of income tax compliance constitutes a serious problem. 
Fair taxation of personal incomes needs a rather complicated method 
of determining tax liability almost inevitably: It should preferably 
be a progressive tax on global income, and the tax law should 
include the detailed definitions of revenues and expenses as well as 
elaborate provisions for personal deductions, averaging variable 
incomes and so on, As a result, income taxpayers are often requested 
to submit rather complicated returns and accounting records. A 
certain standard of literacy and the habit of keeping books will be 
almost indispensable for taxpayers, especially proprietors, to be 
able to comply with such requests without spending much money 
or effort. Here we can find another reason why many of the 
under-developed countries have hesitated in applying income 
taxation to the masses and some of them have preferred simple 
schedular systems. 

The recent income tax policy in Japan includes an interesting 
experiment of which the result shows the difficulty of overcoming 
the trouble caused by the high cost of income tax compliance. When 
the Shoup Tax Mission came to Japan, most taxpayers had been 
keeping such inadequate accounting records that they were unable 
to offer reliable data on cost payments as well as revenues and so 
to calculate their tax liabilities correctly according to the tax law. 
This situation, of course, implied a serious threat to the efficient 
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and equitable functioning of the self-assessment system. For the 
purpose of removing this threat, the Mission recommended a 
device which has been called the blue return system.*) According 
to this, the taxpayer who keeps books on a form approved by the 
Tax Office®) is permitted to file his return on a blue form so as 
to differentiate him from other taxpayers, and he will not be subject 
to reassessment until after an actual field investigation is made 
of his income for the year; if a reassessment is made, the specific 
reasons therefore must be given. 

By giving the above inducement besides some other ones, such as 
loss-offsetting,®) the Mission expected that the habit of keeping 
proper records would penetrate into small family firms. But the result 


TABLE I 


Percentage of Taxpayers Using the Blue Return, 
Classified by the Types of Income, 1950—55. 


Year | Business | Agriculture | Others *) Total 
1950 4.6 0.6 1.7 24 
1951 6.1 0.2 3.9 ey) 
1952 5.9 02 39 3.3 
1953 12.0 0.5 6.4 8.4 
1954 21.5 6.7 10.8 13.3 
1955 33.8 1.6 20.0 18.9 


*) Real estate income, forestry income, and realized capital gain. 


Source: The Report of the Temporary Tax System Research Committee, 
1956, p. 190, Table 66. 


was rather unsatisfactory: As we can see from Table I, during the 
first three years after the introduction of this system, the percentage 
of taxpayers using the blue return was almost stagnant and at quite 
a low level. This, of course, reflected the fact that, for the majority 
of self-assessed taxpayers, tax compliance through the blue return 
required additional expenses in money or in effort which was too 


4) See Shoup Report, Appendix D, pp. 58—59. 

5) The most important requirements were to record all transactions affecting 
.the amounts of the asset, liability and capital according to the normal rules of 
book-keeping, and to prepare the balance sheet as well as the income statement. 
For small firms, these requirements were relaxed in 1953 as we shall explain later. 

6) Also the taxpayer using the blue return was given the benefit of tax 
exemption concerning the net addition to the ‘bad debt reserve’ within a certain 
limit. 


190 POLITICAL CEILING ON INCOME TAXATION 


heavy to be wholly compensated by the corresponding benefits. 
To improve the situation two major measures were taken. One was 
to encourage the return by blue form by allowing a limited deduction 
of the remuneration payable to the taxpayer’s family working in 
his enterprise.”) The other was to relax the conditions necessary 
for the blue return by permitting small firms to submit simplified 
forms. *) After these reforms in 1952—54, the percentage of tax~- 
payers using the blue return, especially in business, began to increase 
at a considerable pace, as is shown by the above table. However, 
there arose another trouble, which was referred to in the Tax 
Committee Report in 1956 as follows: °) 


“... According to the recent survey on the blue return, though 
there are many who have kept their books correctly and made 
their returns honestly, generally we cannot acknowledge the 
improvement in the content of the return to be as great as we had — 
expected at the outset; it is questionable if the blue return is so 
accurate as to deserve the great benefits of the co-working family | 
deduction, etc. Also it is not clear whether the wage or salary | 
payment to co-working family, which underlies this deduction, is | 
done in fact and is rational or not. If such great benefits as the | 
co-working family deduction, etc. are nevertheless given, the blue 
return system turns to an additional deduction for business income 
earners and so on who can submit the blue return, and, thus, fails 
to attain its original purpose...” 


The above citation shows that the hasty attempts of the Japanese 
Government to improve the functioning of the self-assessment 
system encountered a dilemma, which may well be one of the 
reasons why the Tax Committee Report recommended an income 
tax reduction on a large scale. While a device for encouraging an 
accurate return, such as the blue return system, is well worthy of 
adoption in the situation where most of the self-assessed income 
taxpayers are not keeping proper records, many years must elapse 


7) This deduction started in 1952; in 1954 the definition of the co-working 
family was extended so as to include the spouse, and the minimum age limit was 
lowered from 19 to 15. 

8) Since this reform in 1953, a substantial percentage of the taxpayers using 
the blue return (63% in 1957) has been exempted from recording capital 
transactions and preparing the balance sheet. 

®) Tax Committee Report, p. 194. ic 
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before it brings about a fruitful result. Thus, the heavy cost of tax 
compliance may remain for a long time as one of the major factors 
which will affect unfavorably the political ceiling on income 
taxation. 


DISTRIBUTION OF THE TAX BURDEN. 


Needless to say, taxpayers’ concern for equity is so strong that 
a substantial revenue cannot be secured through any tax system 
which exhibits serious defects in respect of equity. For a tax system 
to be equitable, the individuals who are deemed to have equal 
ability to pay tax should have the same amount of tax imposed on 
them, and those having more ability to pay tax should be required 
to make greater contributions, to the extent determined by the 
prevailing notion of fairness. It is a time-honored idea that usually 
these two conditions will be met most satisfactorily when the main 
stay of fiscal system is the personal income tax. Thus it might well 
be argued that the merit of income tax on this point will offset or 
outweigh the adverse effects of other factors, especially keen tax 
consciousness and heavy tax compliance cost, on the political limit 
of income taxation. 

But so far as less advanced countries are concerned, it is feared 
that the merit of income tax in its distributional aspect is not always 
distinct. For example, under an undemocratic political structure 
where the wealthier minority has a dominant influence on public 
policy, only a proportional or slightly progressive income tax will 
have the political feasibility of constituting the main source of 
public revenue. Such an income tax structure hardly conforms the 
notion of vertical equity conceived by the poorer majority, especially 
when pre-tax distribution of income and wealth is very unequal and 
the redistribution policy in advanced countries is exercising a 
considerable demonstration effect. 

Though quite indispensable, political democracy is not enough to 
assure a fair distribution of income tax liability. Vertical as well as 


‘horizontal equity in income taxation will be realized only if the 


following conditions are approximately met: (1) Income should be 
defined in the tax law so that the magnitude of an individual's 
income, under given personal conditions, may be taken as a suitable 
Sneasure of his ability to pay tax and yet the legal concept of income 
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is not far from the common notion. (2) As far as possible, a person's 
net revenue from various sources should be summed up and the 
tax rate schedule with a reasonable degree of progression should be 
applied to this global income. (3) Personal conditions affecting one’s 
ability to pay tax, such as the number of dependents, should be 
taken into account in taxation through adequate exemptions or tax 
credits. (4) To the extent which is enough to keep the gap between 
the assessed income and actual one within a reasonable range, the 
definition of income should be clearcut and complete, tax adminis- 
tration efficient and vigorous, and taxpayers willing and able to 
offer correct and detailed returns and accounting records. 

No one would deny the difficulty of fulfiling all of these 
‘conditions in practice; there may happen many cases where an 
income tax system does not meet them satisfactorily. Only a few 
important ones among them will be pointed out below. 

(1) One of the greatest threats to equity in income taxation is 
the inaccuracy of assessment in the case of proprietors’ income. As 
‘we have already explained, it is often impracticable to demand from 
them the presentation of the complicated returns and detailed 
accounting records. In such a case, even the most able tax officers 
cannot estimate approximately the amount of each proprietor’s actual _ 
income. Thus honest and co-operative taxpayers are in constant 
danger of bearing relatively heavier tax burdens. Furthermore, we 
should pay attention to the following fact in such a situation: If the 
Inland Revenue takes the estimate of total proprietors’ income as a 
basis in setting its goal of tax collection, and if this total estimate is _ 
not far from reality, a number of proprietors will be obliged to pay | 
unduly heavy tax to compensate the loss of tax revenue due’to the | 
underassessment of other persons’ income, and, as a consequence, | 
taxpayer morale will be injured severely. If the goal is lowered or 
wholly abolished to prevent such a result, the assessed incomes of : 
proprietors will become on the average rather less than their actual 
incomes. This would cause a discrimination against wage and salary 
earners whose incomes are taxed almost perfectly through the with- 
holding system. Though this disparity can be corrected, in a rough 
way, by giving a special credit to the wage and salary earner only, 
such a solution has its own defect: The self-assessed taxpayer might 
regard a certain degree of understatement of his income as justified. 

(2) Shortcomings in the structure and administration of the 
personal income tax often have the effect of reducing its degree of 
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_ progression. For example, when the whole or major part of capital 

gains is excluded from the legal concept of income, one can get an 
untaxed revenue through the transactions in securities, lands, etc., 
which are sometimes performed mainly for the purpose of tax 
avoidance. This would make the effective tax rates for wealthy 
people lower than the formal ones, since the chance of getting capital 
gains is most easily available to them and, in a growing economy, 
it is usually greater than the risk of capital losses. Similarly, the 
rich can often avoid a part of their tax burden by transforming 
their consumption into business expenses, e.g., for traveling and 
entertainment, or by holding their assets in dummy names. Unless 
the tax administrator has a high standard of efficiency as well as 
enough information, such legal and illegal tax avoidance is not easily 
coped with; strengthening the degree of formal progression would 
give further incentive to evasion, and including the net capital gain 
in the legal concept of income would raise a series of complicated 
technical issues. 

(3) After World War II, many countries have granted income 
taxpayers special concessions to promote economic development. 
These measures often have bad effects on vertical equity in 
income taxation. For instance, tax exemption or reduction on current 
savings or on the current return on savings will almost inevitably 
lessen the degree of effective progression of the income tax schedule. 
Also special provisions, such as tax concessions for stimulating 
business investment, will impair horizontal equity in income taxation. 

The above consideration gives us warning against the optimistic 
view concerning the equity of the personal income tax system in an 
under-developed country. This warning deserves especially careful 
attention when its income tax structure is to be geared to the urgent 
need for accelerated development. 

Again, let us supplement our general analysis by the reflection on 
elevant experience in Japan in recent times. To realize a fair 
istribution of tax burden was the most important purpose of the 
houp Mission when it recommended making the personal income 
ax the chief instrument whereby the ordinary citizen supports his 
overnment.?°) But this intention does not seem to have been 
ttained up to now; the equity in income taxation in this country has 
en impaired especially by a serious imbalance in tax burden 


10) See the above citation from Shoup Report in p. 186. 


194 POLITICAL CEILING ON INCOME TAXATION 


between the self-employed and the wage and salary earner. In this 
connection, it should be noted that the Mission recommended the 
abolition of the goal system and the lowering of the earned income 
credit,11) in spite of the prevailing tendency to under-assessment 
in the proprietor’s income. Of course, the aim of these reforms was 
to clear away the obstacles to voluntary tax compliance and honest 
self-assessment. As a matter of fact, however, the functioning of the 
blue return system and the improvement in the efficiency of tax 
administration were so unsatisfactory that these reforms seem to 
have played a part in aggravating the imbalance of tax burden 
between the two income classes. In Table II income tax payments 
by three groups, i.e, wage and salary earners, farmers and 


TABLE II 


Ratio of Income Tax Payment to the Amount of Factor Income, 
Japan 1949—55 (in Billion Yen) 


Wage and Salary Proprietors : 

Earners Farmers Others : 

Year | Tax | Income | Ratio | Tax | Income | Ratio | Tax | Income | Ratio | 
1949 | 134.4 | 1,144.0 | 11.7%] 42.2 592.8 | 7.1% | 99.0 715.5 | 13.8 
1950 | 124.4) 1,424.3] 8.7 16.3 | 694: | 2.3 63.7 780.9 | 8.2 
1951 149.4 | 1,852.1} 8.1 16.1 855.5 | 1.9 62.8 938.5 | 6.7 
1952 163.3 | 2,317.2 | 7.0 12.3 | 955.7 | 1.3 63.2 | 1,047.2 | 6.0 
1953 | 180.8 | 2,671.9} 6.8 4.6 | 911.9 | 0.5 59.0 | 1,301.5 | 4.5 
1954 196.5 | 2,930.8 | 6.7 8.5 | 964.4 | 0.9 48.3 | 1,370.7 | 3.5 
1955 194.3 | 3,159.2 | 6.2 11.3 |1,111.4 | 1.0 41.1 | 1,474.4 | 2.8 


% 


Source: The Report of the Temporary Tax System Research Committee, 1956, 
p. 53, Table 14, (inaccurate estimates for 1956 omitted). 


other proprietors, are compared with their respective shares in 
national income. Throughout the period covered by the table, 
1949-55, this ‘tax-to-income’ ratio showed a decreasing tendency 
in every income group as a result of successive income tax reductions. 
But what is more important here is the great difference between the 
employee and the proprietor in the extent to which respective ratios 
were reduced. As regards wage and salary earners the tax-to-income 


11) See Shoup Report, pp. 68—73, 212—14 and Appendix D, pp. 5—6. The 
Mission recommended to lower the earned income credit from 25% on first 
150,000 yen of earned income to 10% on first 200,000 yen. This recommendation 
was carried out as 15% credit on first 200,000 yen. 
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ratio in 1955 divided by that in 1949 is about 0.53, whereas the 
corresponding figure for farmers is only 0.14 and that for other 
proprietors is 0.20. Though the difference may be explained partly 
by other factors, inter alia by a greater rate of increase in the wage 
and salary income, ??) it is almost undeniable that an increasing 
tendency to under-assessment in the proprietor's income would 
have worsened the relative position of the employee.#) The 
situation would have become more serious if the earned income 
credit had not been reinforced after 1953. 3*) 

Another important cause of the imbalance in income tax burden 
was the various special measures which were taken mainly between 
1951—55 to make the Shoup Tax System better adapted to the 
urgent needs for rapid capital accumulation.1°) To stimulate 


12) Per capita income in each group in 1949 and in 1955, calculated from 
the statistical data in the Tax Committee Report, (p. 51 and 53), is as follows. 


Year Per Capita Income (in thousand yen) 
Wage and Salary Proprietors 
Earners Farmers Others 
1949 93 122 135 
1955 198 241 246 


13) Between 1949—55, the proportion of the personal income tax collected at 
source increased from 50.8% to 76.8%. (After 1955 the ratio has been rather 
stable.) Though various factors, including the incorporation of many small and 
medium-sized business firms, were responsible for this change, an increasing 
tendency to under-assessment in the proprietor’s income should be suspected as 
one of the major causes. With a little exaggeration, it might be held that the 
peronal income tax in Japan has turned to a disguised payroll tax, “in the sense 
of hitting primarily wage and salary earners, while leaving the rest of the 
population relatively untouched.” (M. Bronfenbrenner and K. Kogiku, “Aftermath 
of the Shoup Tax Reform,” Part I, National Tax Journal, Sept., 1957, p. 243.) 

14) Subsequent legislations raised the relief rate and the upper limit of credit 
as follows: 


Year Rate Upper limit of credit 
1953 15.0% on first 300,000 yen - 45,000 yen 
(of earned income) 
1955 15.0% on first 350,000 yen 52,500 yen 
1956 17.5% on first 400,000 yen 70,000 yen 
1957 20.0% on first 400,000 yen 110,000 yen 
and 7.5% onsecond 400,000 yen 
1958 20.0% on first 400,000 yen 120,000 yen 


and 10.0% onsecond 400,000 yen 


15) The Shoup Mission seems to have been very reluctant to sacrifice equity 
in income taxation to promote capital accumulation. This attitude was reflected 
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personal savings, interest income has been taxed separately in a 
low proportional rate or entirely exempted from taxation. **) 
Furthermore, up to a certain limit, a special income deduction has 
been permitted for the payment of life insurance premium, 7) and 
a special tax credit was given to the specified types of long-term 
savings. 1*) Also income taxation on capital gains realized through 
transactions of securities was abolished chiefly for the purpose of 
stimulating the financial investment in stocks. It would be needless 
to point out that these measures have had the effect of decreasing 
the degree of effective progression of the income tax schedule. On 
the other hand, some other special provisions, such as tax exemptions 
for specified types of business savings, ‘*) have been detrimental 
to horizontal equity in income taxation. As the needs for these tax 
incentives to private savings became less pressing, 7°) people became 
more and more intolerant of their effect on the distribution of 
income tax liability, and the Government has been reproached as | 
defending the interests of pressure groups by postponing the 
restoration of the normal income tax system. 

Though there remain many relevant issues, the above explanation 
furnishes enough ground for the belief that inequity in income | 
taxation was one of the major factors which made the successive | 
reductions in the personal income tax inevitable. This view seems 
to be endorsed by the Tax Committee which says: **) 


“.. The accurate self-assessment and check of income are 


in its determined opposition against the special tax concession to bank interest. 
(See Shoup Report, pp. 98—101.) 

16) In 1951 the old system of optional separate taxation on interest income 
revived at 50% withholding rate. In 1953 interest income came to be taxed 
separately at 10% rate. As regards long-term savings, this rate was reduced to! 
5% in 1954. In the next year interest income was made tax free. Though this 
drastic measure was partly repealed in 1957, even now interest income is taxed 
separately at a low proportional rate of 10%. 

17) This deduction, which had been abolished by the Shoup Tax Reform, 
revived in 1951 and its upper limit was raised several times. 

18) This system which had given the tax credit of 3% on the saved incom 
(maximum 6,000 yen per year) was abolished at the end of 1959 fiscal year afte: 
two years’ experiment. 

19) Reserves for bad debts, pension fund, price fluctuation, etc. 

20) The ratios of gross private saving to GNP in fiscal years 1956 and 195 
exceeded 25% and were higher than the previous peak level in 1951 by 3—4% 

21) Tax Committee Report, pp. 24—25. 
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the definitive prerequisites to successful income taxation. If 
these prerequisites do not exist, reliable application of indirect 
taxes, of which principle is taxation corresponding to the 
amount of consumption, would rather conform to the ideal of 
equity. 
Judging from the current level of taxpayer morale and the 
actual state of tax administration, the conditions concerning 
the self-assessment and taxation of income seem to be too 
| unsatisfactory to impose an income tax burden as heavy as the 
prevailing one.” 

In 1956 when this report was published, the personal income tax 
revenue in Japan was about 4% of national income. Though it 
greatly exceeded the pre-war level, this ratio was considerably 
lower than the corresponding ratio in the US or in the UK in the 
same year. Still the Japanese Government seems to have failed in 
realizing a fair distribution of income tax burden. According to our 
impression, this failure should be ascribed mainly to the immaturity 
of political democracy and responsible citizenship, the unsatisfactory 
level of tax administration, the existence of numerous small family 
firms, and the need for special tax measures to promote capital 
accumulation, As these obstacles are usually more serious in under- 
developed countries, it may be suspected that equity in income 
taxation in such countries might be threatened at a level far lower 
than in advanced countries. 


SUMMARY AND CONCLUSION. 


In this paper our attention has been concentrated on three aspects 
f income taxation, i.e., income taxpayers’ consciousness of tax 
urden, their cost of tax compliance, and distribution of income 
ax liability. And we have examined the effects of these factors 
n the voluntary compliance by income taxpayers and, hence, on 
he political ceiling on taxation under the tax system chiefly 
ependent on the personal income tax. 

Usually income taxpayers’ consciousness of tax burden as well 
s their compliance cost will have a tendency to make this ceiling 
ower than the limit of taxation collected mainly through indirect 
axes, whereas the distributional effect of income tax might often 
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redeem partly or wholly the unfavorable effect of the first two 
factors. However, as we have stressed throughout this paper, the 
institutional and cultural framework will play a dominant role in 
determining how and to what extent the above three factors affect 
the co-operation by income taxpayers. Also we should notice the 
danger that the urgent need for accelerated development is likely 
to demand modifications of personal income structure which, 
combined with an unsatisfactory level of tax administration, etc., 
may constitute a serious threat to equity in taxation and, as a result, 
to the voluntary, whole-hearted compliance by taxpayers. 

Thus, we can give no general answer to the question whether or 
not significant reliance on the personal income tax is unfavorable 
in its effect on the political ceiling on taxation. But so far as back- 
ward countries are concerned, our consideration is likely to lead to 
an answer in the affirmative, though it is not so definitive as to 
exclude the possibility that, even in the earlier stages of economic 
development, a judicious and well-prepared policy might be success- 
ful in creating the political atmosphere favorable to personal income 
taxation. | 

In addition, our reflection on the recent experience of income 
taxation in Japan gives us a salutary warning against the optimistic 
view that most obstacles to the successful operation of the income | 
tax in less advanced countries will be easily overcome as the 
accelerated development proceeds steadily. In view of this warning, 
hasty attempts in those countries to make income taxes their main 
sources of public revenue should rather be regarded as inimical to 
the future development of well-organized tax system. Also the 
greatest caution is to be exercised in taking special tax measures for 
fostering economic development, so as to minimize their threats to 
equity in taxation. 


LE PLAFOND POLITIQUE DE L’IMPOT SUR LE REVENU 


par SEI FUJITA 


RESUME 

Dans cette étude, nous avons consacré notre attention A trois 
aspects de l'imposition sur le revenu, nommément, la prise de con- 
science de la charge fiscale par les contribuables quant a l’impét sur 
le revenu, le céut de leur participation a la contribution, et la répar- 
tition de l’obligation contributive de l'impét sur le revenu. Nous 
avons également étudié les incidences de ces facteurs sur la partici- 
pation volontaire des contribuables 4 l’'impét sur le revenu, et, par 
conséguent, sur le plafond politique de l'imposition dans un 
systéme fiscal qui repose principalement sur l’'imp6t personnel sur 
le revenu. 

En général, la prise de conscience de la charge fiscale par le 
contribuable 4 l'impét sur le revenu, et le céut de la participation, 
ont tendance 4 ramener ce plafond a un niveau inférieur 4 la limite 
de l'imposition percgue principalement par des impéts indirects; au 
contraire, l’effet de la répartition de l'impét sur le revenu peut 
souvent compenser, partiellement ou totalement, l’effet défavorable 
des deux premiers facteurs. Cependant, ainsi que nous l’avons 
constamment souligné dans cette étude, le cadre institutionnel et 
culturel joue un réle prépondérant et détermine comment et jusqu’a 
quel point les trois facteurs en question influencent la volonté de 
coopération des contribuables. On doit aussi remarquer le danger 
que représentent des modifications de la structure de l'impét sur le 
revenu, modifications, que le besoin urgent d’expansion accélérée 
rend probables, et qui, s’ajoutant 4 l'insuffisance de l’administration 
fiscale, peuvent menacer sérieusement l’équité de l'imposition et, par 
conséquent, la participation volontaire et déliberée des contribuables. 

I] nous est donc impossible de déterminer d'une maniére générale 
si dans un systéme qui utilise, pour une part importante, l'impdét 
personnel sur le revenu, le plafond politique de l'imposition est 
affecté d'une maniére défavorable. Néanmoins, en ce qui concerne 
les pays sous-développés, il est probable, d’aprés:notre étude, que la 
réponse sera affirmative; mais ce n'est pas la une réponse définitive 
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considérant comme impossible qu'une politique judicieuse et soigneu- 
sement étudiée réussisse, méme au cours des premiéres étapes du 
développement économique, 4 créer un climat politique favorable 
a J’imp6t personel sur le revenu. 

Par ailleurs, nos réflexions au sujet de la récente expérience 
japonaise d'imposition des revenus nous avertit opportunément qu'il 
est quelque peu optimiste de croire que la plupart des obstacles au 
succés de l’impét sur le revenu dans les pays moins évolués, seront 
aisément surmontés avec la progression réguliére et rapide de 
l’expansion. Cet avertissement devrait faire considérer comme 
nuisibles au futur développement d’un systéme fiscal cohérent, les 
tentatives hatives de faire de l'impét sur le revenu la principale 
source des recettes publiques de ces pays. De méme, la plus grande 
prudence doit étre observée en ce qui concerne l’adoption de mesures 
fiscales exceptionnelles destinées 4 encourager l’expansion écono- 
mique, pour qu’elles ne menacent le moins possible l’équité de 
l’imposition. 


WELLS ON EXCISE TAX INCIDENCE IN AN IMPERFECTLY 
COMPETITIVE ECONOMY 


by PAUL DAVIDSON * 


Houston | Texas 


In his recent stimulating article, Wells has attempted to substi- 
tute “an aggregate equilibrium model of the Keynesian type” for 
the usual general equilibrium models, since the latter “appear 
inadequate to deal with tax incidence in a ‘world of monopolies’ ’’. +) 
Although I agree with Wells that general equilibrium models cannot 
handle his problem, J can not concur in his rationale. It is not 
because he deals with a world of monopolies but rather because he 
is interested in aggregate conclusions that the general equilibrium 
method proves inadequate. General equilibrium assumes a constant 
level of real income for the economy; ?) however, it is the deter- 
mination of the level of real income and its distribution which are 
the essential elements of aggregate analysis. Elsewhere, I have 
presented a Keynesian-type analysis of the aggregate effects of a 
general and uniform excise tax in a purely competitive economy. *) 

Moreover, there are certain aspects of Wells’ model which appear 
to be inconsistent with established aggregate economic theory. For 
example, Wells, although characterizing his model as Keynesian, 
adopts some assumptions that should appear rather strange to 
“Keynesians”’, e.g., he assumes 
(1) “... that trade unions always succeed in establishing their 

wage demands which are... to maintain a fixed real wage rate 
in the event of rising prices and employment.” *) Keynes, on the 
other hand, has written, that “given organisation, equipment, 
and technique, real wages and the volume of output (and 


* The author is Assistant Director of Economics Division of the Continental 
Oil Company. 

1) P, Wells, “Excise Tax Incidence in an Imperfectly Competitive Economy”, 
Public Finance, XIV, 1959, p. 203. 

2) S. Weintraub, An Approach to the Theory of Income Distribution 
’ (Chilton: Philadelphia, 1958), p. 10. 
3) P. Davidson, “Rolph on the Aggregate Effects of Excise Taxation”, The 
' Southern Economic Journal, XXVII, July 1960, pp. 37—42. 
4) Wells, op. cif., p. 205, Italics mine. 
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hence employment) are uniquely correlated so that, in general, 
an increase in employment can only occur to the accompaniment 
of a decline in the rate of real wages.” *) 
“neither the size of the labor force nor its productivity 
changes.” *) The first part of this assumption implies that the 
supply function of labor is perfectly inelastic and hence 
completely unaffected by changes in the real wage rate, *) while 
the second part is obscure in its meaning. Does Wells assume 
a constant marginal product of labor, or a constant average 
product of labor, or a given production function? 
In his analysis of the effect of government demanding “an 
additional x per cent of output and deciding to finance its additional 
demand entirely by levying an excise tax of x per cent’ on the 
output of the community, Wells reaches at least one conclusion 
which should immediately be suspect. He deduces that the post- 
tax equilibrium level of employment will be lower than the pre-tax 
equilibrium level. *) This implies that the balanced budget multiplier 
is negative (which is contrary to a large literature on this topic. °) 
Wells’ surprising conclusion is due to an oversight in his analysis 
of the “employment determining function’, E = g(P) [where E is 
the level of employment and P is the price level]. This function is 
really a disguised aggregate demand function for, according to 
Wells, it is uniquely determined only when the consumption and 
investment functions of the community are given.’?) Although 
Wells recognizes that his “price determining function”, P = £(E), 
[an incognito aggregate supply function] shifts with the imposition 
of the tax, 1) he fails to note that this movement of the aggregate 


(2 


~— 


5) J. M. Keynes, The General Theory of Employment, Interest and Money 
(Harcourt, Brace: New York, 1936), p. 17. 

6) Wells, op. cif., p. 204. 

7) Compare my criticism of Rolph’s system, op. cit., pp. 37—39; and Wein- 
traub’s analysis of the labor supply function, op. cif., pp. 117—130. 

8) Wells, op. cit., p. 209. 

®) For example, W. A. Salant, “Taxes, Income Determination, and the Balanced 
Budget Theorem”, Review of Economics and Statistics, May 1957, especially 
p. 158, “in any event, the balanced budget multiplier will be greater than zero.” 
Italics mine. 

10) Wells, op. cit., p. 205. 

11) Jbid., p. 211. Note the similarity to the shift of the aggregate supply 
function with the imposition of the tax in my competitive model, op. cit., 
pp. 41—42, 


IMPERFECTLY COMPETITIVE ECONOMY 203 


supply function must involve a dislodgment of the employment 
determining (aggregate demand) function, since the community's 
consumption function is unique only if the distribution of income 
is unaltered at each employment level. (A change in the price level 
and the presence of fixed income recipients assures a redistribution 
of income at each employment level.) Wells indicates that points on 
the employment determining function ‘obey Say’s law’, but he 
apparently is not aware of the interdependence between aggregate 
supply and aggregate demand which Say’s law implies. *) Every 
change in the distribution of income implies a shift in the E= g(P) 
function. 

Finally, Wells’ conclusion that ‘‘the greater the monopoly power 
of a given group relative to the rest of the economy, the less will 
the real income of this group suffer as a result of an excise tax”’ 1°) 
is tautological since he defines monopoly power as “the bargaining 
strength, or capacity, of an individual or group to maintain the 
same (or increased) real prices for its services or products as the 
general price level rises (or falls)"’. * 

In view of the shortcomings of Wells’ model, the problem bears 
reconsideration; hence, in the next section, I will suggest a model 
which is applicable to a “world of monopolies’’. 


THE MODEL. 


To facilitate the analysis the following assumptions are made: 
(1) imperfectly competitive economy, (2) profit maximization, 
(3) given production functions, (4) a homogeneous labor force is 
the only hired factor of production, (5) the presence of involuntary 
unemployment prior to the excise tax levy, (6) a constant money 
wage rate, (7) fully integrated industries, (8) the level of investment 
is constant, **) (9) a balanced government budget prior to the tax 


12) Weintraub, op. cif., p. 8. Almost as an after-thought, on page 216, Wells 
notes that under a full employment fiscal policy, government spending can shift 
the E = g (P) function. 

13) Wells, op. cit., p. 216. 

14) Ibid., p. 213 n. 

15) Wells assumes a constant level of investment. This assumption is 
inconsistent with his suppositions of a constant money supply, constant marginal 
efficiency of capital schedule, and rising prices and interest rates, See Wells, 
op. cit., pp. 207 and 207 n. We do not make any such monetary assumption in our 
model. 
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levy, (10) the government increases its demand for the products of 
the community and decides to finance this increment in demand 
entirely by the levying of an excise tax of x per cent on the output 
of the community. 

Our analysis will employ a relationship between entrepreneurs’ 
expectations of total sales proceeds (Z) and the level of employment 
(E) such expectations bring forth, i.e., Z = z(E). This relationship, 
the aggregate supply function, has been fully developed from its 
Keynesian origin 1°) by Weintraub. Given the level of factor prices, 
Weintraub derives an aggregate supply function relating employment 
to money proceeds, “‘in the sense that each expected-proceeds level 
generates a particular amount of employment’. Each proceeds 
quantity is obtained from individual supply curves by multiplying the 
supply price by the associated output and summating over all 
industries. This sum is then related to the volume of employment 
required for the particular output quantities. Thus, a Z~function 
can be described from industry supply curves, if the latter are 
determinate and “‘if the distribution of proceeds for each expected 
aggregate volume of proceeds is determinate”’. 17) 

The price level is implicit at every point on the aggregate supply 
function. Under our assumptions: 

P= MR(1—1/E,) = MC(1—1/E,) = (w/M) (1—1/Ea) (1) 
where P is the product price, MR is the marginal revenue, MC is 
marginal costs, w is the money wage rate, M is the marginal pro- 
ductivity of labor, E, is the price elasticity of demand for the product, 
and 1/Ea is the Lerner measure of the degree of monopoly. 
Assuming diminishing returns, M declines with increasing emp- 
loyment levels. Hence, given the money wage rate and the degree 
of monopoly, it follows from equation (1) that prices and employment 
move in the same direction. 

We will also employ a Keynesian aggregate demand function 
which, given factor prices and the degree of monopoly, relates 
employment levels to money expenditure propensities, i.e, D = 
d(E).?8) The equilibrium level of employment is given by the 
intersection of the aggregate demand and aggregate supply functions. 


16) Keynes, op. cit.; pp. 25, 29. 

17) W. Weintraub, op. cit., pp. 25—26, also see pp. 68—68 n. 10. 

18) Keynes, op. cit., pp. 25, 28—29. See Weintraub, op. cit., pp. 30—38 for 
a graphic derivation of the aggregate demand function. 
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Assuming a money wage rate of w, in the pre-tax period, then, 
in Figure 1, OW, represents the relationship between the money 
wage bill and the level of employment. OW, is a straight line with 
a slope equal to w,. Given the factor prices, the aggregate demand 
and supply functions are determinate. Thus, in the pre-tax period, 
let Z, represent the aggregate supply curve and D, the aggregate 
demand function (in Figure 1), Consequently, E, is the equilibrium 
level of employment and Z, is the level of money proceeds (GNP) 
in period 1. 


FIGURE 7 
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After the tax is levied, the aggregate supply (gross proceeds) 
curve is shifted upwards to Z,, while in the post-tax period, Z, 
represents the net proceeds going to industry at each employment 
level.?®) (The ordinate difference between Z, and Z, at each 
employment level measures the tax yield.) Thus, aggregate private 
money income at any given employment level is unchanged; while 
market prices are higher in the post-tax period. Hence, the real 
_ income of the private sector is lower at each employment level. It is 


19) This upward shift of the aggregate supply function is the macro-counterpart 
of the usual micro-analysis of the effect of a particular excise tax on the supply 
schedule of a commodity. 
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unlikely, therefore, that private pre-tax real consumption at each 

employment level will be maintained. Accordingly, the post-tax 

private aggregate demand function could not shift upwards enough 

to maintain the pre-tax equilibrium level of employment (e.g., to D.). 

In other words, the tax reduces real private effective demand at 

each level of employment. Let us assume that the private sector 

increases its aggregate money expenditures at each employment 
level by an amount sufficient to dislodge the pre-tax aggregate 
demand curve to D,.*°) To this D, function we must add the 
additional government expenditures at each employment level to 
obtain the total post-tax aggregate demand curve (D,). Assuming 
the government spends the entire tax receipts at each E-level, then 

the ordinate difference between Z, and Z, is added to the D, 

function to obtain in the D, curve. The post-tax equilibrium situation 

is obtained where the D, and Z, curves intersect. +) 

Hence, it follows that: 

(a) the price level increases by a greater percentage than the tax 
rate. This rise in prices is due to the sum of two influences, 
(i) the tax rate (shifting the Z-curve upwards), and (ii) 
diminishing returns (due to a movement along the Z-curve), 

(b) employment increases from E, to E,, 

(c) the real wage rate falls, but the fate of the real wage bill is 
uncertain, since the increase in employment may more than 
ofset the decline in the wage rate, 

(d) the real income of fixed income recipients declines by more 
than the tax rate (due to diminishing returns), 

(e) profit recipients improve their relative and absolute income 
positions. 7?) If there is no change in the number of profit 
recipients, this can be translated into a per capita gain. 

Thus we may conclude that a general and uniform excise tax is 
borne mainly by fixed income groups and previously employed 
workers, while the newly employed and the profit recipients will 
gain in real income. 


20) See F. Gehrels, “Inflationary Effects of a Balanced Budget Under Full 
Employment”, American Economic Review, XXXIX, 1949, p. 1227. 

21) This is true if we assume that the government pays the excise tax on its 
purchases from business enterprises. Otherwise the gross proceeds curve (Z,) 
would have to be reduced somewhat to allow for government purchases at less 
than market prices. 

22) Weintraub, op. cit., p. 92. 
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Our analysis of the effect on profit recipients would be less con- 
clusive if we allow the degree of monopoly to vary with the level 
of employment. In this case, ultimately whether this group gains or 
not depends mainly on the changes in the degree of monopoly power 
as employment varies. Theoretical views on this relationship differ: 
(a) some argue that monopoly power varies directly with em- 
ployment as buyers become less discriminate with prosperity, 
(b) others feel that it varies inversely as the decline in aggregate 
demand leads to price-fixing agreements, (c) still others believe it 
does not vary at all.**) If view (a) is correct, profit recipients 
stand to gain even more as employment expands, while if (b) is 
applicable, then their gain may be small or even negative. Finally 
if view (c) is acceptable, then monopoly has little to offer as an 
explanatory determinant of differences in excise tax incidence as 
employment varies. Which view is realistic awaits further empirical 
studies. 

Furthermore, as Weintraub notes: 

that monopoly can support output in certain productivity and 
demand configurations while a purely competitive — or a 
P = MC type — adaptation cannot, eliminates any easy means 
of comparing the income result under the one pricing mode with 
that under the other. Although the income division for the 
same employment volume can be compared, as the output 
composition will differ, then not too much meaning can be 
assigned to the comparative results in this typical index number 
riddle. **) 

Finally, if we replace assumption (6) with the supposition that 
the money wage rate is inflexible downwards but will increase as 
employment rises, then the ultimate post-tax aggregate supply 
function will be Z, (Figure 2). The steeper slope of Z, over Zp, 
after the E,-level, is derived from cross-cutting through a family 
of aggregate supply functions where each member of the family 
assumes a given money wage rate ** (in a manner similar to the one 
presented by Wells on pp. 213—214). The new aggregate demand 
curve could be elicited and the equilibrium solution determined. The 
direction of tax incidence should be similar to the conclusions listed 


23) Ibid., p 68. 
24) Ibid., p 68. 
25) For the technique, see Weintraub, op. cif., pp. 77—78. 
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above, but differences in the magnitudes of the burdens and gains 
would involve a comparison of the price and employment results in 
the two cases. 


FIGURE 2 
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WELLS’ GENERALIZATIONS. 


Wells has generalized that the more competitive the economy, 
the smaller the rise in the general price level and the more even 
the burden of the tax. We have argued, on the other hand, only 
changes in the degree of monopoly (not the level) are important in 
tax incidence. Furthermore, we have indicated that it is difficult 
(if not impossible) to compare competitive and monopolistic results. 

Wells believes that the key to the analysis of the incidence of 
an excise tax “lies... with the changed distribution of income it 
brings about”.”*) Our analysis has emphasized, however, that 
changes in the level of employment are as important as changes in 
the distribution of income. 


26) Wells, op cit., p. 216. 


A REPLY TO MR. DAVIDSON 


I am very much afraid that I find Mr. Davidson’s two major 
criticisms pointless, and his reconsideration of the problem of excise 
tax incidence uninteresting. 

1. Davidson quotes Keynes to the effect that ‘‘an increase in 
employment can only occur to the accompainment of a decline in 
real wages’ to critize my assumption that trade unions are able 
to maintain a fixed real wage rate in the event of rising prices and 
employment. Unfortunately Davidson seems not to be aware of 
the fact that Keynes's conclusion applies to a perfectly competitive 
economy. It does not apply to an imperfectly competitive economy — 
an economy characterized by strong capitalists and trade unions, 
each of whom possess sufficient economic power to directly affect 
their own monetary reward. 

2. Davidson criticizes my paper for achieving a result contrary 
to the balanced budget multiplier theorem. He seems, unluckily, 
not to have realized that the set of assumptions necessary and 
sufficient to produce this theorem is not identical with the set I 
specified in my paper. Indeed, it would have been highly preplexing 
had I reached the conclusion Davidson wishes. 

In his attempted emendation of the subject Davidson obtains the 
rather routine conclusion that if the government were to increase 
its expenditures and tax collections by identical amounts, real 
demand would rise. As a result employment, output, and prices 
would all increase. Because of diminishing marginal returns to the 
employment of labor, prices would, however, rise by a greater per- 
centage than the percent value of the excise tax that had been 
applied. Furthermore, profits would increase while the real wage 
bill may or may not increase, depending on whether the elasticity 
of demand for labor is greater or less than unity. All of this has been 
known for at least a quarter of a century and need not to have been 
reiterated.1) Perhaps if Davidson has assumed a constant real 
wage rate and nominal money supply, rather than a constant money 
wage rate and, apparently, a perfectly elastic supply of money — 
two rather unrealistic assumptions — our results might have agreed 
to a greater degree, and he could have offered pointed criticisms 
’ where they did not. PAUL WELLS 
University of Illinois 


1) See J. M. Keynes, The General Theory of Employment, Interest and Money, 
(London, 1947), Chapter 20, 


NOTE SUR LES ORIGINES DU THEOREME DE LA PRESSION 
FISCALE DIFFERENTIELLE DE L°IMPOT INDIRECT: 
LA CONTRIBUTION DE C. COLSON 


par M. KENAN BULUTOGLU * 


Istanbul 


Dans un numéro de 1955 de cette revue, Mr. D. Walker a établi 
le bilan excellent d’une controverse qui dure, d’aprés lui, depuis 
guinze ans: celle de la ,,charge supplémentaire’’, 4 recette fiscale 
égale, de l'impét indirect par rapport a l’impét direct. +) 

L’auteur soutient que ,,la contreverse moderne” n'a commencé 
qu'a partir de la publication des ouvrages de Miss Joseph et de 
Professeur Hicks. Il signale toutefois que les origines de cette thése 
remontent, d’aprés les auteurs comme Peacock, Berry et Dehove, *) 
jusqu’a la publication d’un article de Barone dans le Giornale degli 
Economisti (Juillet-décembre 1912) et de deux articles de Borgatta 
dans la méme revue en 1921. Six ans aprés la parution du Manuale 
de Pareto, Barone a, en effet, démontré, a l'aide des courbes d’indif- 
férence, qu’a une perte égale d’utilité, le trésor peut obtenir plus de 
recettes avec l’impét direct qu’avec l’imp6t indirect. D’autre part Gino 
Borgatta a démontré le corollaire de cette thése sous une forme 
précise: a recette égale l'impét sur le revenu peut laisser le contri- 
buable sur une courbe d’indifférence supérieure par rapport a l'impét 
indirect. 


Certains auteurs*) font remonter cette thése 4 Marshall qui a 


* Liauteur est Agrégé a la Faculté des Sciences Economiques d'Istanbul, 
Turquie. 

1) Public Finance, 1955, no. 2, pp. 153—76. 

2) A. T. Peacock et D. Berry, A Note on the Theory of Income Redistribution, 
Economica, (February, 1951) p. 84. G. Dehove, Impét, Economie et Politique, 
(Presses Universitaires de France, 1947), pp. 188—95. 

8) Walker cite parmi ces auteurs Miss Joseph, Mr. Wald et Professeur Hen- 
derson. Tous ces auteurs se référent au méme passage des Principles, (8e édition), 
p. 467. Voir Walker, art. cit. p. 165. 
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montré de la méme facgon que Dupuit,*) l’effet de destruction de 
rente des impéts indirects. I] a insisté sur le fait que la portée de cet 
effet dépend de I'élasticité de la demande pour le bien taxé; ce que 
Dupuit n’avait pas explicitement fait. Mais on ne trouve dans les 
lignes des Principles touchant cette question, aucune allusion aux 
effets de l'impét direct et 4 sa supériorité, sur ce point, aux impdts 
indirects. 

Nous croyons que c’est Colson qui, pour la premiére fois, a exposé 
plus ou moins explicitement la thése de la supériorité, du point de 
vue de la rente du consommateur, de l'impét direct a ]’imp6t indirect. 
I] a démontré cette proposition 4 l’aide de courbe marshalienne de 
demande et a l'aide de la rente de Dupuit. °) 

La destruction de rente causée par l'impét sans contrepartie égale 
pour le trésor, se trouve citée par Colson parmi les ,,pertes séches”’, 
c'est 4 dire, parmi les sacrifices supplémentaires imposés aux citoyens 
sans augmenter les recettes fiscales. Sa démonstration de l’effet de 
perte de rente du consommateur, causé par l’impét, n’est pas trés 
différente de celle de Marshall. *) 

I] précise que ,,cet effet facheux est naturellement d’autant plus 
marqué que l'impét est plus élevé relativement 4 la valeur de la 
matiére imposable’’. L’élasticité de demande contribue également a 
la portée de cet effet: ,,Parfois un impdt de 1% suffit a faire 
pencher du coté de l’abstention la balance. Au contraire, un impét 
de 50 %, de 100 %, de 200 %, n’entraine qu'une diminution assez 
faible dans le débit d’une denrée de premiére nécessité, comme le 
pain.” 

A vrai dire, Colson ne parle pas expressément de la charge 
supplémentaire de l'impét indirect, mais tout simplement de l'impét: 
ll y a donc 1a une perte pour tout le monde, qui est la conséquence 
inévitable de tout impét, parce qu'elle résulte d'un fait certain, 


4) De la mesure de I'utilité des travaux publics, Annales des Ponts et Chaussées, 
2e séries, Vol. 8, 1844. Publié plus tard par Mario de Bernardi (Turin et Paris, 
1934) et par I'International Economic Association, International Economic Papers, 
No. 2, pp. 83—110; voir spécialement la note, pp. 106—10. 

5) Dans leur récent ouvrage Brochier et Tabatoni qui donnent une exposition 
détaillée de cette thése 4 la fois avec la méthode des surplus et a l'aide de 
Tanalyse parétienne, ne citent pas le nom de Colson; Economie Financiére, 
(Presses Universitaires de France, Paris 1959) pp. 225—61. 

' 8) Voir C. Colson, Cours d'Economie Politique, livre cinquiéme: Les finances 
publiques et le budget de la France, Deuxiéme édition revue et mise a jour, (Paris, 
Gauthier-Villars, Felix Alcan éditeur, 1909), pp. 239—43. 
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universel, du fait que les divers acheteurs n’évaluent pas tous a la 
méme somme l’avantage qu’ils trouvent 4 se procurer un méme objet 
ou un méme service, que les prix qu'ils sont disposés a subir sont 
différents, de sorte que l’'impét, qui pour les uns constitue seulement 
une augmentation du prix payé, est prohibitif pour les autres.” ’) 
Mais toute l’analyse de l’auteur se base sur I’hypothése d'un impét 
qui s'incorpore au prix de la marchandise; il s’agit donc d'un 
impét indirect. 

L’auteur fait également allusion 4 ce que nous appelons aujourd'hui 
l’effet de revenu. ,,Sans doute, ceux-ci (les consommateurs) consa~- 
crent 4 d'autres usages l’argent qu’eiit absorbé la dépense a laquelle 
ils renoncent et peuvent y retrouver un bénéfice de méme nature; 
mais, puisqu'ils eussent préféré en faire le premier emp!oi si l’impét 
n'y efit mis obstacle, c’est que cet emploi présentait pour eux des 
avantages plus grands, d’aprés leurs besoins ou leurs goiits, et la 
différence constitute une perte pure et simple.” ®) 

Comment réduire cette ,,perte séche’’? Pour Marshall la solution 
consiste 4 corncentrer les impéts, sur les biens dont la demande est 
inélastique ou peu élastique, ce qu'il considére d'ailleurs comme une 
solution injuste. Colson expose longuement et d’une facon différente 
les moyens de réduire, voire supprimer ce genre de ,,perte séches”’. 
,,Pour restreindre au maximum les pertes diies 4 l’effet prohibitif 
d'un imp6t, sans réduire par trop son produit comme le ferait un 
abaissement du tarif, le seul moyen serait de faire varier la taxe 
suivant la situation de chaque contribuable.” °) 

Alors le comportement rationnel de l’Etat, pour ne pas détruire la 
rente des consommateurs sans recettes fiscales équivalentes, res- 
semble a celui du monopoleur qui, par la graduation des prix selon 
la valeur d’usage qu’ont les marchandises pour les acheteurs, © 
maximise les recettes. ,,Dans l'un et l'autre cas il s’agit d'une per- 
ception dont le taux est fixé par celui qui la réalise (Etat ou conces- 
sionnaire), non d'aprés les conditions de concurrence, mais d’aprés 
l’appréciation qu’il fait des dispositions et des ressources de ceux | 
gui paieront. Pour tirer de ceux-ci le revenu maximum, sans porter 
a aucun d’eux un préjudice inutile’, c’est 4 dire, sans enlever une 
rente qui n’aurait pas sa contrepartie en recette fiscale, ,,il faudrait 


7) Op. cit. p. 240. 
8) Ibid. 
2) Op. cit. p. 241. 
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demander a chacun tout ce qu'il peut payer, sans demander 4 aucun 
plus qu'il ne peut payer”. *°) 

Mais l’auteur ne se fait pas d’illusion sur la possibilité pratique 
d'un tel impét: ,,C’est 14 un but impossible a atteindre et dont on 
ne pourrait méme approcher qu’a condition d’entrer dans des appré- 
ciations individuelles de la situation de chaque contribuable... qui 
tomberait bien vite dans I’arbitraire absolu’’ 1) 

Aussi Colson arrive-t-il 4 la conclusion que ,,les conséquences 
facheuses de l'effet prohibitif signalé ici sont bien atténué, quand 
l'impét porte sur les bénéfices nets d'une entreprise, — et non sur 
les moyens de production, sur la quantité ou sur la valeur brute des 
produits obtenus’’. 1?) On voit que l’auteur n’oppose pas clairement 
l'impét sur le revenu a l'impét indirect. I] n’en reste pas moins 
évident que, pour lui, le seul impét qui n’ait pas un effet destructif 
de rente sans contrepartie équivalente en recette fiscale, est l’impét 
sur les bénéfices nets, donc l'imp6t sur le revenu. D’autre part pour 
rendre ,,l'impét sur les transactions et sur les consommations”’, c'est 
a dire l'imp6t indirect, ,,inoffensif”, il faudrait le percevoir seulement 
de ,,l’avantage net” que chaque bien procure aux intéressés et par 
conséquent ne rien prélever du consommateur qui paie tout juste le 
prix de la valeur d’usage de la marchandise. +*) Colson insiste sur 
l’impossibilité d'un tel adjustement, et conseille ,,de ne différencier 
les tarifs que dans la mesure ot la matiére imposable peut étre 
répartie en grandes categories se distinguant nettement les unes des 
autres’’ et de fixer les tarifs de telle sorte qu’ils n'atteignent jamais 
des taux élevés. 1+) 


10) Op. cit. p. 241. Sur ce point la pensée de Colson n'est pas originale. Dupuit 
avait déja signalé la possibilité d'une telle solution contre la perte pure et 
simple ,,d’utilité”. Utility of Public Works, International Economic Papers, No. 2, 
pp. 108—09. 

11) Op. cit. p. 241. 

12) Op. cit. p. 242. 

13) Ibid. 

14) Dans un article publié dans Economic Journal (Mars 1927) Mr. Ramsey a 
mathémathiquement démontré qu’en supposant que l'utilité marginale de la monnaie 
est égale et constante pour tout le monde et que |'Etat dépense ses recettes fiscales 

“de la méme facon que le feraient les contribuables s’ils n'’étaient pas imposés; le 
systéme optimum d'impét produisant le méme revenu est celui qui réduit la pro- 
| duction de tous les biens ef services dans la méme proportion. La conclusion qui 
en découle est que, plus l’offre et la demande d'un bien sont inélastiques plus les 
tarifs doivent étre élevés. Pour plus de précision voir Pigou: A Study in Public 
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Bien que sa demonstration soit par endroits obscure, Colson donne 
l’essentiel de la thése de la pression fiscale différentielle de l'impét 
indirect par rapport 4 l'impét direct. Il fait son raisonnement sous 
'hypothése implicite des cofits constants. 


SUMMARY 


In the extensive literature concerning the origins and the validity 
of the theory of the excess burden of indirect taxation, one con- 
tributor, C. Colson, seems to have been forgotten. 

Colson, in fact, mentioned the loss of the consumer surplus without 
any gains to the treasury, among the “‘pertes séches’, which he 
considered as one of the main weaknesses of the fiscal system. He 
explained how consumer's surplus is reduced by using the Dupuit’s 
theory of rent, as Dupuit, himself, and Marshall had already done. 
However, in order to eliminate this loss, Marshall had no proposal 
other than the possibility of taxing commodities with low elasticities 
of demand, and he had, also, pointed out the injustice of this measure. 

Colson went further and proposed: first, the graduation of | 
indirect taxes in accordance with the spending ability of the con- 
sumer, a solution identical with the proposal for the maximization 
of monopoly profits; and second, the taxation of net returns from 
production (bénéfices nets) rather than the taxation of factors of 
production. The latter is, in essence, a proposal for direct taxation. 

Therefore, the origin of the argument, based on the Marshallian 
demand curve, for the superiority of direct taxes when the problem 
of individual consumer welfare is relevant, can be attributed to 
Colson. . 


Finance, Part II, Chap. IX. Dans l'exposé de Colson nous sommes bien loin de 
cette précision. 
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ROBERT TRIFFIN: Gold and the Dollar Crisis. The Future of 
Convertibility. Yale University Press. New Haven 1960. 
XIII + 195 pp. $ 4.75. 


Crises produce cures. Often the cure is a new institution, or a 
change in an old one. Two examples of this spring to mind in the 
field of international monetary problems. Out of the fears of a post- 
war payments crisis grew the International Monetary Fund with its 
pool of currencies which could be borrowed by countries in short- 
term balance-of-payments difficulties. Out of the dollar shortage 
facing Europe in the late ‘forties grew the European Payments 
Union, with its credit and clearing facilities. 

Professor Triffin warns us of another impending crisis, and urges 
a change of institution before the crisis overwhelms us, i.e. the 
United States and the United Kingdom, and perhaps wrecks the 
present day “gold-exchange standard”. The crisis he believes may 
arise from a paradoxical situation in which foreign holdings of 
dollars and sterling are too low (and growing too slowly) to provide 
adequate international liquidity, but are too high (and growing 
too fast) for the safety of both the dollar and sterling as international 
reserve currencies. 

Triffin argues that under the present gold exchange standard, 
international reserves consist almost wholly of gold, dollars and 
sterling. Supplies of gold are unlikely to grow fast enough to 
satisfy the reserve needs of the trading world. Therefore countries 
will want to supplement their gold holdings with reserves of dollars 
and sterling. If they succeed, then the net external position of the 
United States and the United Kingdom must deteriorate. The 
greater this deterioration, i.e. the more these two countries allow 
their national currencies to be held and used as international cur- 
rencies, the more likely it is that they will on occasion become 
suspect. Flights from either or both into gold will then occur, 
bringing the whole fragile structure of international liquidity 
crashing down in the process. 

Triffin rejects two remedies often proposed — an increase in the 
price of gold and flexible exchanges rates. Instead, he wants to 
substitute balances with the I.M.F. for balances in national cur- 
rencies. The I.M.F. would become a central bank for central banks. 
Each national central bank would hold part of its reserves in a 
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deposit at the Fund, denominated in some new unit of account. All 
member central banks would have to agree to hold some minimum 
portion, say one fifth, of their official reserves in the new unit. The 
initial supply of these units would be created by each central bank 
handing over one-fifth of its present official reserves, and all its 
present holdings of U.S. dollars and sterling. National reserves 
would thus be confined to gold and I.M.F. units of account, which 
would be as good as gold, and international payments could be 
made in either. 

Additional supplies of units of account would be needed, to keep 
pace with the growth in the value of world trade. The I.M.F. could 
buy gold out of newly accruing supplies, and could buy national 
currencies, This would be at the Fund's discretion, and Triffin 
proposes that increases in total international liquidity should be 
limited to some previously agreed rate. To increase this rate within 
any given year would require, say, a four-fifths majority of 
members’ votes. (This is one of the differences between Triffin’s 
plan, and the Keynes’ plan for a clearing union which had a 
powerful inflationary bias). 

Any such proposal is likely to be destroyed by nationalism, not 
least within the two countries, the U.S. and U.K., which stand most 
to gain by it. Above all, it would be felt in London that the Sterling 
Area would disappear and the City cease to finance its present 
share of world trade. The former consequence would be a con- 
siderable advantage to the U.K. and no necessary loss to the 
overseas sterling countries provided they could continue to raise 
long-term loans in London. The latter consequence, on the other 
hand, by no means follows. What is dangerous is not the use of 
sterling to make international payments, but its use as a reserve. 

The decisive advantages of the scheme are two — it would obviate 
the danger of a 1929-style collapse of the world payments system 
if a large scale movement out of one or both reserve currencies into 
the other or gold developed; and it would enable the two reserve- 
currency countries to conduct their economic policy without always | 
having to look over their shoulder at what the speculators may be 
plotting. This plan or something like it is immensely important and 
one is encouraged by the favourable reactions and publicity it has 
received, All isnot yet lost. 

ROGER OPIE, 


London School of Economics. 
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MAX FRANK: Analyse macroéconomique de la fiscalité belge 
1913—1958. Editions du Département d’économie appliquée de 
l'Université libre de Bruxelles (Dulbéa). Bruxelles 1960. 
III + 379 pp. 


Max Frank est le spécialiste en Finances Publiques du Départe- 
ment d'Economie Appliquée de l'Université Libre de Bruxelles 
,»,ulbéa’”’. Il est d’ailleurs Inspecteur des Finances et chargé de 
cours a l'Université Libre de Bruxelles. 

L’ouvrage qu’il vient de publier a déja fait l’objet de vives polé- 
miques. Mais, que nous sachions, nul n'a contesté son grand mérite 
d’avoir analysé pour la premiére fois en Belgique, selon des méthodes 
scientifiques, et en utilisant toutes les données statistiques disponibles 
notamment les statistiques macroéconomiques établies par le Dulbéa, 
la structure du systéme fiscal, en la mettant constamment en rapport 
avec les données de la structure économique, pour en dégager les 
incidences fondamentales de la fiscalité sur l'économie d’une part 
et celles de l'économie sur la fiscalité d’autre part. Pour notre part, 
nous rendons hommage 4 ce travail comme 4 ses résultats, et si 
certaines controverses, concernant par exemple l'importance relative 
de la fraude fiscale, ont pu étre soulevées, ceci provient des lacunes 
gue contiennent certaines statistiques ou des marges d’appréciation 
qu’elles ménagent bien plus que de la valeur scientifique des 
procédés d'interprétation suivis par leur auteur. 

Pour notre part, nous avons d’ailleurs demandé & celui-ci de nous 
fournir des preuves chaque fois que certains de ces chiffres étaient 
contestés; ces preuves nous furent fournies a notre parfaite satis- 
faction. 

Quoiqu’il en soit, l’ouvrage vient 4 son heure, au moment ow 
la Belgique se propose de procéder 4 une réforme plus ou moins 
fondamentale de son systéme fiscal soit pour répondre 4a la pression 
de l’expansion des besoins publics, soit pour rapprocher sa fiscalité 
de celle qui prévaut dans maints pays membres de la Communauté 
Eurcpéenne. Les auteurs de cette réforme trouveront dans l’ouvrage 
de M. Frank nombre d’éléments de connaissance indispensables. 

L’analyse a laquelle s’est livré M. Frank conduit 4 certaines con- 
‘ clusions générales: 


— le prélévement fiscal ne serait point suffisant en Belgique pour 
assurer une saine couverture des dépenses qui procédent de la nature 
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de la consommation. A preuve, l'importance du déficit des budgets 
et l’augmentation constante de la dette publique. 

— L’orientation du régime fiscal au cours des derniéres années a 
été plus favorable aux impéts sur les revenus qu’aux impéts sur les 
transactions et aux imp6ts sur la dépense; parmi les impéts sur les 
revenus elle fut plus clémente pour les revenus de capitaux et 
d’entreprises que pour les revenus du travail, et plus particuliérement 
méme pour les gros revenus que pour les revenus moyens et mo- 
destes. A cet égard |’évolution récente de la fiscalité serait donc tout 
le contraire d’étre progressiste aux points de vue social ou méme 
économique. Assurément, il y aurait beaucoup a dire a ces propos: 
quelle est la véritable nature des cotisations de la sécurité sociale? 
Constituent-elles un impét direct ou un impét indirect? Un impét 
sur le revenu du travail on bien un impét sur les dépenses des 
entreprises? Constituent-elles tout simplement un salaire? Beaucoup 
de jugements peuvent changer selon qu’on les classe dans une 
catégorie ou dans l'autre. Les impéts sur les transactions et sur 
les dépenses ne contiennent-ils pas une progressivité indirecte aussi 
valable que celle qui peut exister dans le domaine des impéts sur 
les revenus? 

La proportionnalité qui peut exister dans certains impéts sur les 
revenus: dans le domaine de la taxe mobiliére par exemple, ou dans 
l‘imposition des tranches de revenus les plus élevés, ne constitue-t- 
elle pas justement une maniére de compromis entre l'imposition 
élevée de ces revenus et la nécessité de leur conserver une 
existence suffisante pour justifier certaines activités de l'économie? 

L’on pourrait disserter indéfiniment de ces points de vue. C’est 
le grand mérite de M. Frank d’avoir donné un support statistique a 
ces dissertations qui se déroulaient dans |'abstrait. 

C’en est un autre, nous semble-t-il, d’avoir démontré par une 
étude minutieuse des relations entre imp6ts et revenus par branches 
de production, que le systéme fiscal souffre d’une absence de 
dynamisme économique, protégeant plus les structures et les activités 
surannées les moins productives qu'il ne stimule les évolutions néces- 
saires vers des structures et des activités nouvelles, Au moment ot 
la Belgique doit prendre un nouveau départ vers une politique 
d'expansion concertée, ce diagnostic est précieux. 

Ce nouveau départ doit-il conduire a l'impét unique sur le revenu 
et a l’établissement d’un impét sur le capital? Ceci nous parait plus 
contestable. Aprés tout, l’imp6t unique autorise moins que les impéts 
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cédulaires, les mesures de discrimination qu’exige une politique 
d’expansion sélective et l'imposition du capital est destinée a frapper 
un des facteurs les plus indispensables de cette expansion. 

Mais nous débordons ici du sujet... L’ouvrage de M. Frank 
contient dans ses 379 pages trop d'informations de fait et de 
suggestions de politique fiscale pour étre ici résumé et a fortiori 
analysé. Tout ce que nous pouvons faire est d’y référer les lecteurs 
belges et étrangers en les assurant de ce qu'ils y trouveront une 
réponse a toutes les questions qu'ils peuvent se poser 4 propos de 
la structure des fiscalités non seulement en Belgique mais, par 
voie de comparaison, dans maints pays européens. 


M. MASOIN. 
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DIE SUCHE NACH DER OPTIMALEN UMSATZSTEUER - 
ERFAHRUNGEN UND REFORMVORSCHLAGE IN DER 
BUNDESREPUBLIK DEUTSCHLAND 


von M. W. ALBERS * 
Kiel 


Die Umsatzsteuer soll den Verbrauch belasten und stellt insofern 
eine Erganzung zur Einkommensteuer dar, die im Wirtschaftskreis- 
lauf auf der Seite der Einkommensentstehung einsetzt und die 
Verwendung des Einkommens unberiicksichtigt lasst. Sie kann dieses 
Ziel besser als einzelne Verbrauchssteuern erreichen, weil ihre 
Bemessungsgrundlage viel umfassender ist. Trotzdem haben neben 
einer allgemeinen Umsatzsteuer spezielle Verbrauchssteuern ihre 
Berechtigung, wenn man mit ihrer Hilfe Waren des gehobenen 
Bedarfs bzw. Luxusgiiter starker belasten will. Infolge des umfas- 
senden steuerlichen Zugriffs besteht aber auch die Gefahr, dass 
sie Kaufe steuerlich belastet, die mit dem Verbrauch gar nichts 
zu tun haben, z.B. die Kaufe von Investitionsgiitern durch Unter- 
nehmungen der Konsumgiiterindustrie oder den Ubergang einer 
ganzen Unternehmung an einen anderen Eigentiimer. Sobald sie 
iiber den Rahmen einer reinen Verbrauchssteuer hinausgeht, besteht 
die Gefahr, dass sie unerwiinschte Wettbewerbsverschiebungen her- 
vorruft, Ungliicklicherweise sind aber die Formen der Umsatz- 
besteuerung, die einer reinen Verbrauchssteuer am besten ent- 
sprechen, entweder erhebungstechnisch schwierig zu verwirklichen 
oder rufen einen grésseren Steuerwiderstand hervor, so dass eine 
eindeutige Uberlegenheit eines Umsatzsteuersystems nicht ohne 
weiteres gegeben ist. Die Lander, die eine Umsatzsteuer erheben, 
haben sich deshalb zum Teil auch fiir véllig verschiedene Umsatz- 
steuersysteme entschieden. So wenden z.B. die Bundesrepublik, die 
Niederlande, Luxemburg und Osterreich eine kumulative Bruttoall- 
. phasen- bzw. Mehrphasen-Umsatzsteuer an. Im Prinzip beruhen auch 
die italienischen und belgischen Umsatzsteuern auf diesem System; 


* Der Verfasser ist Professor an der Christian-Albrechts-Universitat Kiel und 
Direktor des Instituts fiir Agrarpolitik und Marktlehre. 
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in sie sind aber starke Elemente einer Phasenpauschalierung ein- 
gebaut. Einphasensteuern wenden Grossbritannien, die Schweiz, 
Norwegen und Schweden an, wobei die ersten beiden auf der 
Grosshandels- bzw. der letzten Produktionsstufe, die letzten beiden 
dagegen auf der Einzelhandelsstufe erhoben werden. Frankreich 
schliesslich erhebt eine Nettoumsatzsteuer, bei der nur die Wert- 
schépfung der einzelnen Produktionsstufen besteuert wird. 

Die europaische Integration macht die Harmonisierung dieser 
verschiedenen Umsatzsteuersysteme zu einem wichtigen Anliegen. 
Es miisste diejenige Umsatzbesteuerung gefunden werden, die der 
Wirtschaftsstruktur, der psychologischen Haltung der Steuerpflich- 
tigen, der Leistungsfahigkeit der Finanzverwaltung und dem Stand 
der Buchfiihrung bei den Steuerpflichtigen in den integrierten 
Landern am besten entspricht. Im folgenden werden die Vor- und 
Nachteile der Umsatzsteuersysteme einander gegeniibergestellt. Mit 
Hilfe dieser Untersuchung soll ein Anhalt dafiir gewonnen werden, 
welche Richtung bei der wiinschenswerten Harmonisierung einzu- 
schlagen ist. 

Da Deutschland mit zu denjenigen Landern gehért, die als erste 
eine moderne Umsatzsteuer eingefiihrt haben, die zudem rechtlich 
und technisch gut durchgebildet ist und ein hohes Aufkommen 
erbringt, sollen die deutschen Erfahrungen mit der Umsatzsteuer 
und die gemachten Reformvorschlage und Anderungen im zweiten 
Teil der Untersuchung besonders beriicksichtigt werden. 


TEIL | 


Man kann die Umsatzsteuerformen nach zwei verschiedenen 

Merkmalen unterteilen: 

1) Der Ein- oder Mehrstufigkeit, entsprechend der Anzahl der 
Produktionsstufen, auf der sie erhoben wird. 

2) Der Ankniipfung an den Brutto- oder Nettoumsatz, wobei der 
Bruttoumsatz im wesentlichen mit dem Wert der Verkaufe einer 
Unternehmung identisch ist, wahrend zur Ermittlung des Netto- 
umsatzes von dieser Grésse noch die Einkaufe von anderen 
Unternehmungen abgesetzt werden miissen. 

Danach ergibt sich das folgende Gliederungsschema: 
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Ubersicht I 
DIE UMSATZSTEUERFORMEN 


Phasenzahl 


Einphasig Mehr- oder Allphasig 


Einzelhandels- oder 
Grosshandelsumsatz- 
steuer (Norwegen, 
Schweiz, Grossbri- 
tannien) 


Bruttoalphasensteuer 
(Deutschland, Belgien, 
Niederlande, Italien) 


Bruttoumsatz 


Nettoumsatzsteuer 

a) Additive Methode 

b) Subtraktive Methode 
aa) Vorumsatzabzug 
bb) Vorsteuerabzug 

(Frankreich, Michigan) 


Nettoumsatz 


Theoretisch ist natiirlich auch eine einphasige Nettoumsatzsteuer 
denkbar. Da sie aber, wie wir sehen werden, fiir die Verwaltung 
ahnliche Erschwerungen der Erhebung wie die mehrstufige Netto- 
umsatzsteuer mit sich bringt, ohne dass sie deren wirtschaftliche 
Vorziige aufweist, hat diese Form praktisch keine Bedeutung. 

Wirtschaftlich besteht der Hauptunterschied zwischen den Um- 
satzsteuerformen: 

1) In dem Vorhandensein oder Nicht-Vorhandensein einer Kumu- 
lativwirkung. Darunter versteht man die Tatsache, dass Produk- 
tionsmittel und/oder Produkte, die auf einer Produktionsstufe 
bereits besteuert worden sind, auf der oder den folgenden erneut 

belastet werden, so dass eine Mehrfachbelastung eintritt. 

2) In der Beschrankung der Steuer auf Konsumgiiter oder ihrer 
Ausdehnung auf Investitionsgiiter. Da in die Preise der Kon- 
sumgiiter die zu ihrer Herstellung verwendeten Produktions- 
mittel (bei Investitionsgiitern in Form der Abschreibungen) mit 
eingehen, werden die Reinvestitionen auch bei einer auf den 
Konsum beschrankten Steuer belastet. Das Problem konzentriert 
sich also auf die umsatzsteuerliche Behandlung der Nettoinvesti- 
tionen. 

Die alteste Form der Umsatzbesteuerung ist die Besteuerung des 

_ Bruttoumsatzes, weil sie sowohl an die Buchfiihrung der Steuer- 
pflichtigen als auch an die Leistungsfahigkeit der Finanzverwaltung 
die geringeren Anforderungen stellt. Sie geht schon auf das Alter- 
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tum zuriick. In Deutschland verdankt sie dem hohen Finanzbedarf 

des ersten Weltkrieges ihre Entstehung. 1916 wurde eine auf 

Verkaufe von Waren beschrankte Besteuerung eingefiihrt, die teil- 

weise noch in die primitive Form einer Stempelsteuer gekleidet war. 

Sie ist der Vorlaufer der heutigen Umsatzsteuer, die ihre im wesent- 

lichen noch heute bestehende Form durch das Umsatzsteuergesetz 

von 1920 erhielt. 

Den Vorteilen einer einfachen Erhebung stehen wirtschaftliche 
Nachteile gegeniiber. Wenn die Steuersatze nicht iiber die in 
Deutschland und in anderen Landern vor dem zweiten Weltkrieg 
iibliche Héhe von 1—2 vH hinausgehen wiirden, wiirde sich die 
Frage einer Reform der Umsatzsteuer iiberhaupt nicht stellen, weil 
die nachteiligen wirtschaftlichen Wirkungen vernachlassigt werden 
kénnten. Erst die Erhéhung des Steuersatzes, der in der Bundes- 
republik zur Zeit 4 vH, in Belgien sogar 6 vH betragt, hat das 
Problem akut werden lassen. 

Die wirtschaftlichen Nachteile einer Bruttoumsatzsteuer dussern 
sich in viererlei Hinsicht: 

1) Sie begiinstigt eine vertikale Konzentration von Unternehmungen. 

2) Sie benachteiligt kapitalintensive Produktionsverfahren. 

3) Bei der Ent- und Belastung von Waren im grenziiberschreiten- 
den Verkehr ergeben sich Schwierigkeiten. 

4) Die in den Verbrauchsgiitern enthaltene Steuer ist verschieden 
hoch, je nachdem wieviel selbstandige Unternehmen das Gut 
bis zum Endverbraucher durchlaufen hat und wie sich die 
Wertschépfung auf die verschiedenen Produktionsstufen verteilt. 
In der Bundesrepublik wird die Notwendigkeit einer Reform 

besonders mit dem Konzentrationsargument begriindet. Fiir die 

Herstellung einer Wettbewerbsgleichheit nach Beseitigung der 


Zollschranken zwischen den Landern des Gemeinsamen Marktes ist — 


vor allem der dritte Punkt wichtig. 

Die unterschiedliche wirtschaftliche Wirkung der drei Umsatz- 
steuerformen: einer Bruttoallphasensteuer, einer Nettoallphasen- 
steuer und einer Einzelhandelsumsatzsteuer soll an einem Zahlen- 
beispiel gezeigt werden. Wir gehen von einem Damenpullover aus, 


der auf fiinf Produktionsstufen: Schafhaltung, Spinnerei, Weberei, © 


Konfektion, Einzelhandel und in fiinf selbstandigen Unterneh- 
mungen hergestellt wird und in einem hypothetischen steuerlosen 
Zustand zum Preise von 50,— DM an die privaten Haushalte ver- 
kauft werden soll. Jetzt soll eine Umsatzsteuer in Hohe von 6,13 DM 
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auf diesen Pullover erhoben werden. Dabei wollen wir an- 
nehmen, dass der Preis des Pullovers um den vollen Steuerbetrag 
auf 56,13 DM erhéht wird. Das ist natiirlich eine extreme Annahme, 
die wir zur Vereinfachung machen. Wahrscheinlich wird die Preis- 
erhéhung etwas geringer sein. Da die grundsatzlichen Unterschiede 
in der Wirkung der drei Umsatzsteuersysteme davon aber nicht 
_ beriihrt werden — es wiirden nur graduelle Unterschiede eintreten 
_— kénnen wir diese Vereinfachung in Kauf nehmen. Die Steuer- 
_ satze sollen so festgesetzt werden, dass unabhangig von dem ver- 
wendeten System der gleiche Steuerbetrag von 6,13 DM zu ent- 
richten ist. Das bedeutet fiir die kumulative Allphasenumsatzsteuer 
einen Steuersatz von 3,85 vH, fiir die Allphasennettoumsatzsteuer 
einen solchen von 12,26 vH und fiir die Einzelhandelsumsatzsteuer 
einen solchen von 10,92 vH. Der Unterschied der Steuersatze ist 
leicht einzusehen: Der héhere Steuersatz der Nettoumsatzsteuer ist 
notwendig, weil die Bemessungsgrundlage kleiner ist, derjenige der 
Einzelhandelsumsatzsteuer, weil die Zahl der Erhebungsstufen 
kleiner ist. 
Ubersicht II 
DIE BESTEUERUNG .EINES DAMENPULLOVERS NACH DREI 


VERSCHIEDENEN UMSATZSTEUERFORMEN BEI 
GLEICHEM STEUERAUFKOMMEN 


Ce Inve- | Umsatzsteuer 
Produktionsstufe i ; 6 z Sp- |stitions-| I- Pro- 
giiter | Giiter| dukt 


Spinnerei 6, 0,67 
_| Weberei 3,17 
,| Konfektion 


Schafhaltung 0,33 
6,— 
Handel 2,50 


emt [116 — | 66,—- | 25,33 | 12,67 | anes io | aa 


B) Kumulative Allphasensteuer (3,85 vH) 


Schafhaltung 2,18 | — 0,67 
Spinnerei 6,64 | 2,18} 1,33 
Weberei . 19,65 | 6,64 | 6,33 
Konfektion 43,73 | 19,65 | 12,— 
. | Handel 56,13 | 43,73 | 5,— 


PB YEE, 
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Unmsatzsteuer 
Produktionsstufe i : é : 6 i I- | Pro 
ii Giiter | dukt 


C) Steuer auf die Wertschépfung (12,26 vH) 


Schafhaltung 2,24 — 0,67 | 0,33 1,12 
Spinnerei 6,74 2,24; 1,33} 0,67 2,25 
Weberei 20,21 6,74} 6,33 | 3,17 2,81 
Konfektion 44,90 | 20,21] 12} 6—J| 18 4,49 
Handel 56,13 | 44,90] 5—] 2,50 2,81 


130,22 | 74,09| 25,33} 12,67 13,48 


D) Einzelhandelsumsatzsteuer (10,92 vH) 


Schafhaltung ; — 0,67 
Spinnerei . 2,— 1,33 
Weberei 6,— 6,33 
Konfektion 40— | 18—] 12,— 
Handel 56,13 | 40—] 5,— 


Die Steuer auf das verkaufsfertige Produkt jeder Stufe setzt sich 
mit Ausnahme der Einzelhandelsumsatzsteuer aus zwei Steuer- 
betragen zusammen: Einmal aus der Steuer auf das auf der jewei- 
ligen Stufe erzeugte Produkt, zum anderen aus der in den ver- 
wendeten Investitionsgiitern enthaltenen, von den Vorstufen ge- 
zahlten Steuer. Bei der Einzelhandelsumsatzsteuer ist dieser Teil | 
der Steuer mit Null angenommen worden, weil unterstellt worden 
ist, dass Investitionsgiiter nur direkt vom Produzenten oder iiber 
den Grosshandel bezogen werden. Bei der Nettoumsatzsteuer ist _ 
der Anteil der im Preis der Investitionsgiiter enhaltenen Umsatz- 
steuer ebenso hoch wie der Steuersatz der Nettoumsatzsteuer = 
12,26 vH. Bei der Bruttoumsatzsteuer ist ein Steueranteil von 10 vVH_ 
(frei gewahlt) angenommen worden. Auf diese Weise ergibt sich 
entsprechend der aufgestellten Zielsetzung fiir jede Umsatzsteuer- | 
form ein Steuerbetrag von 6,13 DM. 

Um die unterschiedliche Wirkung der drei Umsatzsteuerformen 
auf die vertikale Konzentration von Unternehmungen zu zeigen, 
soll jetzt angenommen werden, dass die Zahl der selbstandigen 
Unternehmungen, die das Produkt im Produktionsprozess durch- 
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lauft, von fiinf auf vier verringert bzw. auf sechs erhéht wird, und 
zwar sollen einmal Spinnerei und Weberei in einer Unternehmung 
zusammengefasst, zum anderen der Handel in Einzel- und Gross- 
handel aufgeteilt werden. Die bisher auf zwei selbstandige Unter- 
nehmungen verteilte Wertschépfung und Gewinne sollen in gleicher 
Hohe in der kombinierten Unternehmung bzw. in den aufgeteilten 
Unternehmungen anfallen. Um die durch diese unterschiedliche ver- 
_ tikale Konzentration eintretende Veranderung der Umsatzsteuer und 
- des Endverkaufspreises isoliert zeigen zu kénnen, sollen alle anderen 


Ubersicht III 


DIE ANDERUNG DER HOHE DER UMSATZSTEUER MIT DER 
VERTIKALEN KONZENTRATION BEI DREI VERSCHIEDENEN 
UMSATZSTEUERFORMEN 


Wert- | Inve- | Umsatzsteuer 
schép- |stitions-| I - Pro- 


Produktionsstufe | Preis |Mate- | rahne 
fung | giiter | Giiter| dukt 


Ge- 
rial winne 


A) Kumulative Allphasensteuer (3,85 vH) 
1) Zahl der am Produktionsprozess beteiligten Unternehmungen: 5 


Schafhaltung 2,18 | — 0,67 | 0,33 1,— 1,10 | 0,10} 0,08 
Spinnerei 6,64) 2,18 | 1,33} 067 | 2—) 2,20 | 0,20) 0,26 
Weberei 19,65 | 6,64] 6,33 3,17 9,50 2,75 0,25] 0,76 
Konfektion 43,73 | 1965 | 12— | 6—] 18— 4,40 0,40} 1,68 
Einzelhandel 56, 13'S) 435230555, — 2/504] 7,50 2,75) | O25 e215) 
Gesamt 128,33 | 72,20 | 25,33 | 12,67 | 38,—| 13,20 | 1,20] 4,93 
6,13 
2) Zahl der am Produktionsprozess beteiligten Unternehmungen: 4 
Schafhaltung 2,18 | — 0,67 | 0,33] 1—] 1,10 | 0,10; 0,08 
Spinner./Weberei | 19,38 | 2,18 | 7,66; 3,84 | 11,50 4,95 0,45| 0,75 
Konfektion 43,45-| 19,38 | 12— | 6— | 18—] 4,40 0,40] 1,67 
Einzelhandel 55,85 | 43,45 | 5,—] 2,50) 7,50) 2,75 ) 0,25) 2,15 
Gesamt 120,86 | 65,01 | 25,33 | 12,67 | 38— | 13,30 | 1,20 | 4,65 
——S 
5,85 
2) Zahl der am Produktionsprozess beteiligten Unternehmungen: 6 

Schafhaltung 218 | — 0,67 | 0,33 1—| 1,10} 0,10} 0,08 
Spinnerei 6,64 | 2,18 | 1,33 | 067) 2—] 2,20} 0,20} 0,26 
Weberei 19,65 | 664] 633} 3,17} 9,50] 2,75 | 0,25] 0,76 
‘| Konfektion 43,73 | 19,65 | 12— | 6— | 18—| 4,40 | 0,40] 1,68 
Grosshandel BO 4243.20 2,33 LiL Zm| 8.507 PL 25 O25 OF 
.| Einzelhandel 58,16 | 50,42 | 2,67] 1,33] 4,— 1,50.) .0;13 |.-2,24 
Gesamt 180,78 |122,62 | 25,33 | 1 2,67 38,—. | 13,20 | 1,20] 6,96 
pe ESS SPI yp SS, 
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Mate- Ge Wert- | Inve- | Umsatzsteuer 
Produktionsstufe | Preis rial Léhne initia schép- |stitions-| I- | Pro- 
fung | giiter | Giiter| dukt 
B) Steuer auf die Wertschépfung (12,26 vH) 


1) Zahl der am Produktionsprozess beteiligten Unternehmungen: 5 


Schafhaltung 2,24 | — 0,67 | 0,33 1—| 1,12] 0,12} 0,12 
Spinnerei 6,74) 2:24 1,33 0,67 2,— 2,25" |),0,29i),_ 10}28 
Weberei 20,21" |" 6,74 ||" 6,33") 3,177) 9,501" 2,817)" 0/31) 1G 
Konfektion 44,91 | 20,21 | 12— |] 6—]| 18—] 4,49] 0,49] 2,21 
Einzelhandel 56,14 | 44,91] 5— | 2,50] 7,50] 2,81 | 0,31} 0,92 
Gesamt 130,24 | 74,10 | 25,33 | 12,67 a 13,48 1,48 | 4,66 
6,14 © 
2) Zahl der am Produktionsprozess beteiligten Unternehmungen: 4 
Schafhaltung 2,24 | — 0,67 | 0,33 | 1,— Paz: | 20;12)) On) 
Spinner./Weberei} 20,20 | 2,24 | 7,66 | 3,84{ 11,50] 5,05 | 0,55] 1,41 
Konfektion 44,90 | 20,20 | 12— | 6— | 18—] 4,49 | 0,49] 2,21 
Einzelhandel 56,13 | 44,90 5.— | 2,50 7,50 2,81 0,31} 0,92 
Gesamt 123,47 | 67,34 | 25,33 | 12,67 | 38,—| 13,47 | 1,47| 4,66 
6,13 
3) Zahl der am Produktionsprozess beteiligten Unternehmungen: 6 
Schafhaltung 2,24 | — 0/67 | 0,33") 1,— |. 91,127) 0,121) 10;82 
Spinnerei 6,74 2,24 1,33) |, (0,67. 2,— 2,25 | 0,25} 0,25 
Weberei 20,211), 16,747) $6,335) %3,178)" 29,505) 52,81") 031i 
Konfektion 44,91 | 20,21 | 12—] 6— | 18— 4,49 | 0,49) 2,21 
Grosshandel 49,96 | 44,91 | 2,33 | 1,17 | 3,50 112°) 0,12;|. 0,43 
Einzelhandel 56,13 | 49,96 | 2,67] 1,33] 4,— 1,68 | 0,18] 0,49 
Gesamt 180,19 |124,06 | 25,33 | 12,67 | 38— | 13,47 1,47 | 4,66] | 
6,13 


C) Einzelhandelsumsatzsteuer (10,92 vH) 
Zahl der am Produktionsprozess beteiligten Unternehmungen: 4—6 


Schafhaltung 2—-| — 0,67 | 0,33 1—| 1— 


Spinaérei Geet essed 38h x Gales: |aeatadace wee 
ccs : 18—| 6—] 6,33 3,17 9,50} 2,50 — — 
anal (18—)| (2,—)) (7,66) | (3,84) |(11,50)} (4,50)} — | — 

Konfektion 40,3 018 AP Ge 1B 
Grosshandel 44,50! 40,—| 2,33 1,17 3,50 1— — — 
Einzelhandel 56:13 | 44,50|.'2.67 | © 1,93, 4-51 et SO) foo tees 
(nur Einzelh.) | (56.13)|(40,—)| (5,—) | (2,50) | (7,50)| (2,50) | — 6,13 

= ee 


Gesamt | A | r ‘ i : 
6,13 
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Voraussetzungen unverdndert bleiben, d.h. wir wenden auf die 
iibrigen Faktoren die ceteris-paribus-Klausel an. 

Das Ergebnis der unterschiedlichen vertikalen Konzentration ist 
eine Veradnderung der kumulativen Brutto-Allphasenumsatzsteuer 
von 6,13 DM auf 5,85 bzw. 8,16 DM. Die Hohe der Netto- 
umsatzsteuer und der Einzelhandelsumsatzsteuer ist dagegen un- 
verandert geblieben. Durch die Zusammenfassung von zwei Pro- 
duktionsstufen in einer Unternehmung kénnen bei Anwendung der 
Bruttoumsatzsteuer also Steuern gespart werden. Diese Méglichkeit 
der Steuerersparnis lést eine Tendenz zur Konzentration aus, 
die im allgemeinen wirtschaftspolitisch als unerwiinscht angesehen 
wird. Wenn bereits integrierte und nicht integrierte Unterneh- 
mungen nebeneinander bestehen, erhalten die ersteren einen Wett- 
bewerbsvorsprung vor den letzteren. Da die ersteren in der Regel 
grosse Unternehmungen, die letzteren kleinere sind, wirkt sich 
auch auf diese Weise die Konzentrationstendenz aus. 

Ob bzw. bis zu welchem Grad. die heute vorhandene vertikale 
Konzentration tatsachlich eine Folge der Umsatzsteuer ist, ist um- 
stritten. Es spielen natiirlich noch viele andere Uberlegungen mit, 
wenn ein Unternehmer vor der Entscheidung steht, sich eine vorher- 
gehende oder folgende Produktionsstufe anzugliedern. Man wird 
ausserdem mit Recht darauf hinweisen kénnen, dass z.B. in Gross- 
britannien oder in den Vereinigten Staaten, die keine allgemeine 
Umsatzsteuer haben, die vertikale Konzentration nicht geringer 
als in der Bundesrepublik oder in anderen Landern mit einer 
kumulativen Umsatzsteuer ist. Aber schon jede Tendenz in Richtung 
auf eine Konzentration oder ihre Verstarkung ist nachteilig. Ausser- 
dem wird es haufig vorkommen, dass nicht nur eine Produktions- 
stufe, sondern mehrere integriert werden. Im Grenzfall, wenn 
alle Produktionsstufen in einer Unternehmung zusammengefasst 
sind, wiirde sich die kumulative Bruttoumsatzsteuer in unserm 
Beispiel auf 2,— DM, das heisst auf etwa ein Drittel ihrer urspriing- 
lichen Hohe verringern. Der Nettogewinn nach Bezahlung der Steuer 
wiirde sich also um 4,13 DM oder 33 vH erhohen. Bei einer solchen 
Gréssenordnung wird man mit Reaktionen der Unternehmer auf 
die durch die Umsatzsteuer bewirkte Wettbewerbsverschiebung 
schon rechnen miissen. 

Den zweiten Effekt einer Benachteiligung kapitalintensiver Pro- 
duktionsverfahren durch die Allphasen-Bruttoumsatzsteuer wollen 
wir dadurch zeigen, dass wir ceteris paribus den Anteil des Pro- 
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Ubersicht IV 


DIE ANDERUNG DER HOHE DER UMSATZSTEUER MIT DER 
PRODUKTIONSMITTELKOMBINATION BEI DREI 
VERSCHIEDENEN UMSATZSTEUERFORMEN 


Produktionsstufe | Preis 


Schafhaltung 

Spinnerei 2— 
Weberei 6,— 
Konfektion 40,— | 18,— 
Handel 50,— | 40,— 


Gesamt | 116,—| 66,— | 12,66 | 12,67 | 25,33 | 24,67 | 
B) Kumulative Allphasensteuer (3,85 vH) 


Schafhaltung 2,22 
Spinnerei 6,75 
Weberei 20,09 
Konfektion 44,82 
Handel 57,53 5, 50 0, 50 


Gesamt ae 12,67 oe pul 2,47 | 
7,53 


C) Steuer auf die Wertschépfung (12,26 vH) 


Schafhaltung 2,25) — 0,33 | 0,33 | 0,66 1,51 
Spinnerei 6,74 | 22,2541 0,67, 109. 0,6735),e 184 522,99) 
Weberei 20;22)| 16,74.) (3,16) |.-3,17 5|.916,33%5)\-5 16,37 ,70 
Konfektion 55,95 | 20,22 | 6— | 6—] 12,—| 22,26 | 1,23 
Handel 67,17 | 55,95 | 2,50) 2,50] 5-—| 5,61 | 0.61 


Gesamt ie 85,16 me 12,67 | 25,33 sm 3,04 | ' 
614 


D) Einzelhandelsumsatzsteuer (10,92 vH) 


Schafhaltung 0,33 
Spinnerei 

Weberei 

Konfektion 

Handel 
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duktionsfaktors Kapital auf Kosten des Produktionsfaktors Arbeit 
erhdhen, ohne dass sich im steuerlosen Zustand der Preis des End- 
produkts in Héhe von 50 DM verandert. 

Wahrend die Héhe der Nettoumsatzsteuer und der Einzelhandels- 
umsatzsteuer von der Verschiebung der Produktionsmittelkombi- 
nation wiederum unberiihrt bleibt, erhéht sich die kumulative 
Allphasensteuer bei der Erhéhung der Investitionsausgaben auf 
Kosten der Léhne von 6,13 DM auf 7,60 DM. Kapitalintensive 
Produktionsverfahren werden also benachteiligt. 

Auf den ersten Blick ist es erstaunlich, dass die Héhe der Netto- 
umsatzsteuer von der Anderung der Produktionsmittelkombination 
unberiihrt bleibt; da die Lohnsumme Bestandteil der Steuerbemes- 
sungsgrundlage ist, die den Produkten zuzurechnenden Kapital- 
kosten (Abschreibungen) dagegen nicht. Machen wir uns das an 
einem einfachen Beispiel klar, indem wir eine arbeits- und eine 
kapitalintensive Unternehmung miteinander vergleichen. Die Bilanz- 
summe beider Unternehmungen soll 100 betragen, der Gewinn in 
beiden Unternehmungen ebenfalls gleich hoch = 10 sein. Der 
einzige Unterschied soll darin bestehen, dass die erste Unter- 
nehmung U 1 Arbeitskosten in Héhe von 40 und Kapitalkosten in 
Héhe von 20, die zweite Unternehmung dagegen umgekehrt 
Kapitalkosten in Héhe von 40 und Arbeitskosten in Héhe von 20 
aufzuweisen hat. 


Ubersicht V 


DIE WERTSCHOPFUNG EINER ARBEITS- UND 
EINER KAPITALINTENSIVEN UNTERNEHMUNG 


Aufwand ju is! W2 
Lohnsumme 40 20 
Mieten-, Pachten-, Zinsen 5 Ne 
Gewinn 10 10 

Wertschépfung | 55 | 35 
Rohstoffkosten 25 25 
Abschreibungen 20 40 


Vorumaltze 45 65 


Summe 100 100 
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Der steuerpflichtige Nettoumsatz ist gleich der Wertschépfung 
einer Unternehmung, also gleich der Summe aus Lohnsumme, ge- 
zahlten Mieten, Pachten und Zinsen, sowie den Gewinnen. In 
der ersten Unternehmung ist also ein Betrag von 55, in der zweiten 
ein solcher von nur 35 zu versteuern. Auf dieser Produktionsstufe 
ist also offenbar die arbeitsintensive Unternehmung steuerlich be- 
nachteiligt. Da die Vorumsatze aber auf den friiheren Produktions- 
stufen der Nettoumsatzsteuer in voller Héhe mit dem gleichen 
Steuersatz unterlegen haben — sie waren bei diesen Unterneh- 
mungen Bestandteile der Wertschépfung — gleicht sich die Steuer- 
belastung der Fertigprodukte aus, wenn die Nettoumsatzsteuer auf 
allen Produktionsstufen in gleicher Héhe erhoben wird. Hierdurch 
wird die eingangs aufgestellte Behauptung erklart, dass eine ein- 
stufige Nettoumsatzsteuer nicht in Frage kommt, denn bei ihr 
wiirden sich Unterschiede in der Arbeits- und Kapitalintensitat 
der Unternehmungen in vollem Umfang in Unterschieden in der 
Héhe der Steuerbelastung der Produkte und Unternehmungen 
widerspiegeln. Desgleichen wird die in den Voraussetzungen zur 
Ubersicht II aufgestellte These bestatigt, dass der Anteil der in den 
Preisen der Investitionsgiiter enthaltenen Nettoumsatzsteuer gleich 
ihrem Steuersatz ist. Diese Tatsache ergibt sich daraus, dass die 
Vorumsatze sich alle auf eine Wertschépfung bei den Unterneh- © 
mungen der Vorstufen zuriickfiihren lassen. | 

Es bleibt noch der dritte Nachteil der kumulativen Allphasen- 
steuer zu untersuchen: Die steuerliche Behandlung der Waren im 
grenziiberschreitenden Verkehr. 

Grundsatzlich gibt es zwei Methoden fiir die Besteuerung der 
exportierten und importierten Giiter und Dienstleistungen. 
1) Man besteuert die Giiter in dem Land, in dem sie hergestellt 

werden und lasst sie steuerfrei in das Land hinein, in dem sie 

verwendet werden. Dieses Verfahren bezeichnet man als die 
Methode der Besteuerung nach dem Ursprungsland. é 
2) Man besteuert die Giiter in dem Land, in dem sie verwendet 
werden und befreit sie von der Steuer des Herstellerlandes. | 
Dieses Verfahren bezeichnet man als die Methode der Be- | 
steuerung nach dem Verwendungs- oder Bestimmungsland. 

In der Praxis wird fiir die Steuern von Einkommen und Vermégen 
die erste, fiir die Steuern von Umsatz und Verbrauch die zweite 
Methode angewendet. Das hat den Nachteil, dass bei einem unter- 
schiedlichen Gewicht dieser Steuern am Steueraufkommen die ex- 
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portierten Giiter mit einem verschieden hohen Steueranteil an 
direkten Steuern der Herstellerlander belastet bleiben. Da in der 
Tat die Struktur der Steuersysteme sehr unterschiedlich ist — die 
Unterschiede sind erheblich grésser als die Unterschiede in der Héhe 
der gesamten Steuerbelastung im Verhaltnis zum Sozialprodukt — 
ergeben sich daraus Wettbewerbsverschiebungen. Anderseits hat 
die Methode der Besteuerung nach dem Ursprungsland bei den 
Steuern vom Verbrauch und Umsatz den Vorteil, dass Unterschiede 
in der Héhe und Zusammensetzung dieser Steuern ausgeglichen 
werden. Zur Ausschaltung von steuerlichen Wettbewerbsverschie- 
bungen ware die Anwendung der gleichen Methode fiir alle Steuern 
erforderlich. Da sich aus technischen Griinden die Anwendung des 
Bestimmungslandprinzips bei den Steuern vom Einkommen und Ver- 
mégen verbietet, kame dafiir nur das Ursprungslandprinzip in Frage. 
Das wiirde jedoch bedingen, dass die Steuern vom Umsatz und 
Verbrauch weitgehend harmonisiert werden, da sie haufig fiir ein- 
zelne Giiter stark und zwar in den einzelnen Landern in unter- 
schiedlicher Weise differenziert sind und solche Differenzierungen 
sich auch bei einheitlicher Anwendung des Ursprungslandprinzips 
nicht ausgleichen lassen. Wenn man die Steuersysteme so aneinander 
angleicht, dass sie sich in ihrer Zusammensetzung nicht mehr er- 
heblich unterscheiden, also der Anteil der Steuern von Einkommen, 
Vermégen und Verbrauch am Gesamtsteueraufkommen etwa gleich 
hoch ist, kénnen steuerlich bedingte Wettbewerbsverschiebunger. 
auch vermieden werden, wenn auf die Steuer von Einkommen und 
Vermégen das Ursprungslandprinzip und auf die Steuern von 
Umsatz und Verbrauch das Bestimmungslandprinzip angewendet 
wird — und zwar in diesem Fall, ohne dass die letzteren harmonisiert 
werden miissen. 

Wir wollen im folgenden von dem jetzigen Zustand ausgehen 
und untersuchen, wie sich die drei Umsatzsteuersysteme eignen, 
um das Bestimmungslandprinzip zu verwirklichen. Allerdings wollen 
wir uns bewusst bleiben, dass das Bestimmungslandprinzip selbst 
umstritten ist, so dass die bessere Eignung einer Umsatzsteuerform 
fiir die Verwirklichung des Bestimmungslandprinzips kein eindeutiger 
Vorzug ist. Das gilt besonders fiir eine europdische Integration, 
‘weil das Bestimmungslandprinzip bedeutet, dass auch nach Auf- 
| hebung der Zollgrenzen noch Steuergrenzen zwischen den Landern 
bestehen bleiben miissen, an denen die Ent- und Belastung der 
Waren im grenziiberschreitenden Verkehr iiberwacht werden muss 
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— ein Zustand, der sich mit der Idee einer wirtschaftlichen und 
politischen Einigung nur schwer vereinbaren lasst. 

Die Entlastung des exportierten Gutes von der Unmsatzsteuer 
des Herstellerlandes und seine Belastung beim Import mit der Um-~- 
satzsteuer des Bestimmungslandes setzen voraus, dass die Héhe 
der Umsatzsteuer exakt zu ermitteln ist. Bei der Einzelhandels- 
umsatzsteuer ist diese Voraussetzung jederzeit gegeben. Der Steuer- 
satz braucht lediglich auf den Einzelhandelspreis angewendet zu 
werden, um den Betrag der Umsatzsteuer festzustellen. Da ausser- 
dem die Ausfuhr ganz iiberwiegend direkt vom Produzenten oder 
vom Grosshandler erfolgt und ein Direktimport. durch den End-~- 
verbraucher zu den Ausnahmen gehért, eriibrigt sich eine be- 
sondere Regelung im grenziiberschreitenden Verkehr weitgehend. 
Die exportierten Waren sind noch nicht mit der Umsatzsteuer des 
Herstellerlandes belastet, die importierten Waren werden auto- 
matisch genau wie die im Importlande selbst hergestellten Giiter 
auf dem normalen Absatzweg beim Einzelhandel von der Umsatz- 
steuer erfasst. Bei einer auf allen Produktionsstufen erhobenen 
Nettoumsatzsteuer ist zwar eine Ent- und Belastung im grenz- 
tiberschreitenden Verkehr notwendig; der Steuerbetrag, mit dem 
die Waren auf jeder Produktionsstufe belastet sind, lasst sich 
aber wiederum einfach aus dem Steuersatz und dem jeweiligen 
Verkaufspreis ermitteln, so dass die Entlastung bei der Ausfuhr 
und die Belastung bei der Einfuhr keine besonderen Schwierigkeiten 
macht. Am Rande sei vermerkt, dass diese Feststellung uneinge- 
schrankt nur bei einem einheitlichen Steuersatz gilt. Wird die 
Steuer differenziert, sind die Méglichkeiten der Entlastung bei der 
Ausfuhr verschieden, je nachdem welche der drei Methoden der 
Nettoumsatzsteuer: Die additive Methode oder die subtraktive 
Methode in der Form des Vorumsatz- bzw, Vorsteuerabzugs an- 
gewendet wird. Auf Einzelheiten soll nicht eingegangen werden; im 
allgemeinen ist unter diesem Gesichtspunkt aber die Methode des 
Vorsteuerabzugs vorzuziehen. 

Die Héhe der kumulativen Allphasensteuer lasst sich dagegen 
nicht exakt feststellen. Das ware nur der Fall, wenn die Zahl der 
selbstandigen Unternehmungen, die jedes Gut durchlaufen hat, 
und der jeweils bei den Verkdufen erzielte Preis genau bekannt 
waren. Das trifft aber nicht zu, so dass die Ent- und Be- 
lastung nur pauschal vorgenommen werden kann, indem man 
Annahmen iiber die Zahl der durchschnittlich durchlaufenen Pro- 
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duktionsstufen und die Gewinnspannen macht. Dabei besteht 
natiirlich die Gefahr, dass die Annahmen falsch sind, so dass 
bei einer zu geringen Entlastung beim Export und/oder einer zu 
hohen Belastung beim Import das exportierte Gut im Wettbewerb 
benachteiligt wird; bei einer zu hohen Entlastung beim Export 
und einer zu geringen Belastung beim Import tritt die umgekehrte 
Wirkung ein. Eine falsche Bemessung der Exportriickvergiitung 
und der Importausgleichsteuer kann ihre Ursache aber nicht nur in 
dem Fehlen exakter Unterlagen iiber die tatsachliche Héhe der 
Steuer, sondern auch in den Bestrebungen der Regierungen haben, 
dieses Instrument zu einer versteckten Exportpramie und/oder zu 
einem versteckten Zoll zu verwenden. Diese Gefahr ist um so 
grésser, wenn offene Exportpramien und Zélle, wie z.B. innerhalb 
der EWG, nicht zulassig sind. Dass eine solche Gefahr nicht nur 
theoretisch besteht, zeigt die Anfang August 1960 vorgenommene 
Erhéhung der Exportriickvergiitung in Italien, von der man einen 
derartigen Subventionscharakter behauptet. Die Nachteile der 
kumulativen Allphasensteuer im grenziiberschreitenden WVerkehr 
sind bei Anwendung des Bestimmungslandprinzips jedenfalls 
offenkundig. 

Der vierte Nachteil der kumulativen Allphasen-Bruttoumsatz- 
steuer, die unterschiedliche steuerliche Belastung der Verbrauchs- 
giiter, ergibt sich aus den Ubersichten 3 und 4. Da die ver- 
schiedenen Giiter nach unterschiedlichen Produktionsverfahren her- 
gestellt werden und die Anzahl der durchlaufenen selbstandigen 
Unternehmen unterschiedlich ist, ergeben sich die gezeigten Unter- 
schiede in der Héhe der Steuer und der Preise. Sie entsprechen 
nicht der systematischen Differenzierung der Steuerbelastung von 
Waren, die nach sozialen Gesichtspunkten zwischen Giitern des 
lebensnotwendigen und des gehobenen Bedarfs vorgenommen wird. 

Nun ist es in der Regel so, dass es eine Ideallésung nicht gibt. 
Das trifft auch fiir die Umsatzsteuer zu. Den Vorteilen, die die 
einphasige Bruttoumsatzsteuer und die Nettoumsatzsteuer in wirt- 
schaftlicher Hinsicht gegeniiber der kumulativen Allphasensteuer 
haben, stehen Nachteile in verwaltungsmassiger und psychologischer 
Hinsicht gegeniiber. 

Die Nettoumsatzsteuer setzt in der subtraktiven Form zusatzlich 
die Erfassung der Vorumsatze, in der additiven Form diejenige 
des Gewinns, der Lohnsumme und der gezahlten Mieten, Pachten 
und Zinsen voraus. Die Einfachheit der Erhebung geht weitgehend 
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verloren, weil viele schwierige Probleme, die bisher auf die Ein- 
kommensteuer beschrankt sind, nunmehr in die Umsatzsteuer hin- 
eingetragen werden. Auch die grosse Zeitnahe der Besteuerung — 
ein wichtiger Gkonomischer Gesichtspunkt, — die Bruttoumsatz- 
steuer kann monatlich in ihrer endgiiltigen Héhe bezahlt werden — 
geht grossenteils verloren. Man muss zu dem von der Einkommen- 
steuer her bekannten System von Voraus-~ und Abschlusszahlungen 
iibergehen. Diese Schwierigkeiten lassen sich am besten am Beispiel 
der Investitionsaufwendungen zeigen. Wenn man die Wertschép- 
fung besteuern will, miisste bei der subtraktiven Methode der den 
einzelnen Produkten zuzurechnende Abnutzungsbetrag, also die 
Abschreibungen, abgezogen werden. Damit wiirden die schwierigen 
und umstrittenen Bewertungsprobleme der Einkommensteuer auch 
fiir die Umsatzsteuer eine grosse Rolle spielen. Will man diese 
Komplizierung vermeiden, muss man entweder auf den Abzug der 
Investitionsgiiter vollstandig verzichten oder sie im Jahr der An- 
schaffung in voller Héhe zum Abzug zulassen. Im ersten Fall bleibt 
die Benachteiligung kapitalintensiver Unternehmungen und Pro- 
duktionsverfahren wie bei der kumulativen Allphasensteuer bestehen. 
Im zweiten Fall — diesen Weg hat Frankreich eingeschlagen — 
werden zwar alle Produktionsfaktoren gleichmassig belastet; denn 
die in die Produktion im Wege der Abnutzung der Investitionsgiiter 
eingehenden Kapitalkosten werden genauso wie die menschliche 
Arbeitskraft besteuert. Es entfallt aber die Notwendigkeit, die Netto- 
umsatzsteuer auf die eingekauften und wahrend dieser Periode noch 
nicht zur Produktion verwendeten Investitionsgiiter (Nettoinvesti- 
tionen) vorzeitig zu entrichten; denn die von den Vorproduzenten 
(Hersteller der Investitionsgiiter) entrichtete und im Preis der Inve- 
stitionsgiiter enthaltene Steuer wird dem Kaufer der Investitionsgiiter | 
durch den Vollabzug der Investitionsgiiter im Jahr der Anschaffung — 
wieder erstattet. 

Die Schwierigkeiten, die sich bei der Behandlung von Gemein- 
kosten ergeben, seien nur erwahnt. Die Behandlung der Investitionen 
— Vollabzug, Abzug pro rata temporis auf der Basis der Abschrei- 
bungen oder Versagen des Abzuges — ist nicht nur ein technisches _ 
Problem. Die Entscheidung fiir eine der drei Méglichkeiten hat 
auch erhebliche wirtschaftliche Bedeutung, weil sie die built-in- 
flexibility des Umsatzsteueraufkommens beeinflusst. 

Die Investitionen sind im allgemeinen der Teil des Sozial- 
produkts, der auf Konjunkturschwankungen am starksten reagiert 
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bzw. diese iiberhaupt hervorruft. Da es eines der Ziele der staat- 
lichen Tatigkeit ist, das Entstehen derartiger Schwankungen zu 
verhindern, ist eine méglichst grosse built-in-flexibility des Steuern 
erwiinscht, weil durch relative Anderungen des Steueraufkommens, 
die tiber die relativen Anderungen des Sozialprodukts hinausgehen, 
ein automatischer Stabilisierungseffekt eintritt. Werandern sich 
namlich die Ausgaben nur proportional zu den Anderungen des 
Sozialprodukts, tritt bei seiner Erhéhung automatisch ein Budget- 
iiberschuss ein, wahrend bei einem Riickgang ein Budgetfehlbetrag 
entsteht. 

Untersuchen wir daraufhin, wie die unterschiedliche Behandlung 
der Investitionen auf die Konjunkturreagibilitat des Umsatzsteuer- 
aufkommens wirkt, stellen wir fest, dass der Vollabzug die ungiin- 
stigsten, das Versagen des Abzugs die giinstigsten Wirkungen hat. 
Die Investitionen steigen beim Entstehen einer inflatorischen Liicke 
in der Regel schneller als das Volkseinkommen. Werden sie in der 
Periode, in der sie getatigt werden, voll zum Abzug zugelassen, folgt 
daraus, dass das Aufkommen der Umsatzsteuer in einer Boomperiode 
relativ niedrig ist. Ja, es kommt in extremen Fallen vor, dass kapital- 
intensive Unternehmungen mit hohen Investitionen in einer solchen 
Konjunkturphase iiberhaupt keine Umsatzsteuer zu zahlen haben, 
oder sogar noch einen Anspruch auf Steuererstattung besitzen, 
wenn man diese nicht, wie in Frankreich, durch besondere Bestim- 
mungen, den sog. ,,buttoir”’, ausschlieBt. Eine solche Wirkung tritt 
ein, wenn die Investitionen und die iibrigen abzugsfahigen Vorum- 
satze ebenso hoch oder héher als der Bruttoumsatz sind. In einer 
deflatorischen Liicke dagegen, wenn die Investitionen der Unter- 
nehmungen im allgemeinen niedrig sind, haben sie auch nur niedrige 
abziehbare Vorumsatze, so dass der Riickgang ihrer Umsatzsteuer- 
schuld kleiner als der Riickgang der Umsiatze und des Sozialprodukts 
ist. Im Verhaltnis zum Gewinn erhoht sich also ceteris paribus ihre 
Steuerschuld. 

Diirfen die Investitionen nicht abgezogen werden, spiegeln sich 
die Schwankungen der Investitionstatigkeit im Aufkommen der 
Umsatzsteuer nicht wieder; die Steuer verursacht also keine Ver- 
scharfung der konjunkturellen Schwankungen. Sie ist dafiir aber, 
wie bereits erwahnt wurde, infolge der wie bei einer kumulativen 
‘Allphasensteuer eintretenden Diskriminierung kapitalintensiver Pro- 
duktionsverfahren unbefriedigend; denn die Reinvestitionen werden 
mehrfach besteuert. 
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Bei einem Abzug der Abschreibungen wirken sich die Schwan- 
kungen in der Investitionstatigkeit nur mit dem anteilig einer Periode 
zuzurechnenden Betrag aus, der aus ihrer Lebens- bzw. Nutzungs- 
dauer errechnet wird. Sie werden also sehr stark abgeschwacht, so 
dass diese Methode in konjunktureller Hinsicht nicht viel ungiinstiger 
als das Versagen des Abzuges der Investitionen zu beurteilen ist. 

Die beiden anderen Formen der Umsatzsteuer weisen zum Teil 
noch andere konjunkturelle Wirkungen auf. Die Einphasen-Brutto- 
umsatzsteuer erfasst nur Konsumgiiter, d.h. sie entspricht in ihrer 
konjunkturellen Wirkung weitgehend einer Nettoumsatzsteuer, bei 
der die Investitionen zum Abzug zugelassen sind. Eine Brutto- 
allphasensteuer erfasst dagegen auch die Verkaufe von Investitions- 
giitern — und zwar fiihren gerade umgekehrt wie bei einer Netto- 
umsatzsteuer mit Vollabzug der Investitionen héhere (niedrigere) 
Investitionen zu einem héheren (niedrigeren) Steueraufkommen. 
Praktisch werden also Konsum und Nettoinvestition besteuert, d. h. 
das Steueraufkommen verandert sich etwa proportional zum Sozial- 
produkt. In der Tat betragt in der Bundesrepublik Deutschland 
in der Zeit nach dem zweiten Weltkrieg die Aufkommenselastizitat 
der Umsatzsteuer’) etwa 1. Eine gréssere built-in-flexibility ist 
von einer allgemeinen Umsatzsteuer, die alle Umsatze mit dem 
gleichen Satz besteuert, nicht zu erwarten.”) Die Bruttoallphasen- 
steuer und eine Nettoumsatzsteuer ohne Abzug der Investitionen 
stehen damit hinsichtlich der Aufkommenselastizitat an der Spitze 
der Umsatzsteuerformen, wenn der Unterschied zur Nettoumsatz- 
steuer mit Abzug der Investitionen pro rata temporis auch nicht 
gross ist. 

Die Behandlung der Investitionen bei der Nettoumsatzsteuer 
bestimmt im iibrigen weitgehend den Charakter dieser Steuer. 
Shoup *) unterscheidet einen ,,Consumption Type’ und einen 
»Income Type” der Steuer, wobei er unter der ersteren eine Form 
versteht, bei der lediglich der Konsum besteuert wird (Vollabzug 
der Investitionen), bei der zweiten dagegen Konsum und Netto- 


1) Unter Aufkommenselastizitat einer Steuer wird das Verhaltnis ihrer relativen 
Aufkommensanderung zu der sie bewirkenden relativen Anderung des Sozial- 
produkts verstanden. 

2) Von der ermassigten Besteuerung bestimmter Nahrungsmittel in der Bundes- 
republik Deutschland kann in diesem Zusammenhang abgesehen werden. 

3) C. Shoup: Theory and background of the value-added-tax in: Proceedings 
of the 58. National Tax Conference, Michigan, 18. — 21. Oktober 1955. 
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investitionen erfasst werden (Abzug der Abschreibungen = Re- 
investitionen). Es geniigt also nicht, sich fiir eine Nettoumsatz- 
steuer zu entscheiden, wenn man die nachteiligen Wirkungen einer 
kumulativen Allphasensteuer vermeiden will. Man muss sich auch 
dariiber im klaren sein, ob diese mehr den Charakter einer objekti- 
vierten Einkommen- oder einer Verbrauchssteuer haben soll. Das be- 
stimmt aber die Behandlung der Investitionen. Die Anforderungen an 
die Buchfiihrung sind beim Abzug der Abschreibungen am grdéssten, 
aber auch bei einem Vollabzug der Investitionen noch erheblich grésser 
als bei einer Bruttoumsatzsteuer und da sie bei einer grossen Zahl 
kleiner Unternehmungen nicht erfiillt werden, muss fiir sie entweder 
die Steuer pauschal festgesetzt werden, oder es besteht die Gefahr 
von Steuerhinterziehungen. Frankreich hat deshalb den Einzel- 
handel von der Nettoumsatzsteuer ausgenommen und unterwirft 
ihn weiter einer Einphasen-Bruttoumsatzsteuer. Wegen des hohen 
Anteils der Wertschépfung an den meisten Dienstleistungen 
glaubt man ausserdem, sie nicht voll in die Nettoumsatzsteuer ein- 
beziehen zu kénnen. Man wendet auf sie eine Sonderregelung an, 
durch die zum Teil schwierige Abgrenzungsfragen zu den Waren- 
umsatzen entstehen. 

Derartige Schwierigkeiten entstehen bei einer Brutto-Einphasen- 
steuer nicht. Im Gegenteil, sie ist verwaltungsmassig noch einfacher 
als die Bruttoallphasensteuer, da durch die Beschrankung der Steuer 
auf eine Produktionsstufe sich die Zahl der Steuerpflichtigen er- 
heblich verringert. Dafiir bringt ihre Erhebung zwei andere Schwie- 
rigkeiten mit sich: 

1) Der Steuersatz muss bei gleichem Steueraufkommen durch 
die Beschrankung der Steuer auf eine Stufe relativ hoch sein, Im 
Beispiel in der Ubersicht II betragt er das 3,2 fache des Steuersatzes 
der kumulativen Allphasensteuer. Selbst wenn sich nur die Steuer- 
zahllast der besteuerten Stufe erhéht — eine effektive Schmalerung 
des Nettoeinkommens auf Grund der Steueriiberwaélzung nicht 
eintritt — werden sich die Unternehmer der besteuerten Stufe 
vielfach zu Unrecht belastet fiithlen und gegen diese Steuer prote- 
tieren, bzw. wird sich auf Grund des vergrésserten Steuerwider- 
standes die Steuerhinterziehung erhéhen; denn sie ist weitgehend 
eine Funktion des Steuerwiderstandes. 

2) Wenn nur eine Produktionsstufe besteuert wird, ergibt sich 
usserdem das Problem, sicherzustellen, dass die Steuer auch dann 
rhoben wird, wenn die Ware auf ihrem Absatzweg zum Ver- 
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braucher diese Stufe nicht beriihrt. Bei einer Einzelhandelsumsatz- 
steuer muss also z.B. erreicht werden, dass auch die Direktverkaufe 
der Produzenten und des Grosshandels an den Endverbraucher 
steuerlich erfasst werden. Sonst entsteht die Tendenz, den Einzel- 
handel auszuschalten. Umgekehrt ist auch bei Beschrankung der 
Umsatzsteuer auf eine Produktionsstufe nicht in allen Fallen ge- 
wahrleistet, dass keine Kumulativwirkung eintritt. Bei einer Gross- 
handelsumsatzsteuer wiirde diese Kumulativwirkung z.B. in allen 
Fallen eintreten, in denen die vom Grosshandel verkauften Waren 
(Produktionsmittel) weiter im Produktionsprozess verwendet wer- 
den. Will man diese Kumulativwirkung beseitigen, muss man die 
Verkaufe des Grosshandels in steuerpflichtige Umsatze an den 
Einzelhandel und den Endverbraucher und steuerfreie an Herstel- 
lungsbetriebe aufteilen, eine Massnahme, die zum Missbrauch 
anreizt und die Erhebung sehr kompliziert, wie die Erfahrungen in 
der Schweiz und Grossbritannien zeigen. 

Die Gefahr einer Kumulativwirkung ist bei einer Einzelhandels- 
umsatzsteuer natiirlich geringer, da nur ein sehr geringer Teil der 
Produktionsmittel iiber den Einzelhandel bezogen wird. Dafiir ist 
die Zahl der Steuerpflichtigen aber grésser und die Buchfihrung 
schlechter, so dass die Gefahr der Hinterziehung grésser ist. 

Insgesamt diirften die Nachteile einer einphasigen Bruttoumsatz- 
steuer kleiner als diejenigen einer Nettoumsatzsteuer sein, zumal 
wenn es durch Aufklarung gegentber den Steuerpflichtigen gelingt, 
sie zu tiberzeugen, dass die Konzentration der Steuerzahllast auf 
einer Produktionsstufe ihren Gewinn im Verhaltnis zu einer Brutto- 
allphasensteuer mit gleichem Aufkommen im allgemeinen nicht 
schmalert. 

Da keine der beiden Alternativméglichkeiten zur kumulativen 
Allphasensteuer voll befriedigt, hat man versucht, wenigstens den 
ersten im allgemeinen als besonders schwerwiegend angesehenen 
Nachteil der Kumulativwirkung innerhalb der Bruttoallphasen- 
steuer zu beseitigen, ohne dass man das System als solches aufzu- 
geben braucht. Zwei Methoden sind entwickelt worden, die diesem 
Ziel dienen: 

1) Ein System von Zusatzsteuern fiir mehrstufige Unternehmungen. 
2) Die Phasenpauschalierung. 

In den Bereichen, in denen die Méglichkeit einer vertikalen Kon- 
zentration haufig vorkommt, wird fiir alle Unternehmungen, die 
mehrere Produktionsstufen in sich vereinigen, eine erhdhte Steuer 
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festgesetzt, die etwa so hoch ist, als wenn auf jeder Stufe selbstandige 
Unternehmen bestiinden, die fiir jeden Umsatz Steuer zu zahlen 
haben. In Deutschland wurden auf diese Weise kombinierte Spinne- 
reien und Webereien in der Textilindustrie schon seit Anfang 1920 
zusatzlich besteuert. Nach dem zweiten Weltkrieg wurden Pro- 
duktionsunternehmen, die sich Einzelhandelsgeschafte zum Vertrieb 
ihrer Erzeugnisse angliederten, ebenfalls einer erhéhten Steuer 
unterworfen. Weitere Zusatzsteuern in 5—6 Wirtschaftszweigen 
sind vorgesehen, falls es nicht zur Einfiihrung einer Nettoumsatz- 
steuer kommt. Auch in anderen Landern mit einer kumulativen 
Allphasensteuer existieren teilweise derartige Zusatzsteuern. 

Sie komplizieren auf der einen Seite die Erhebung der Steuer und 
miissen sich deshalb schon auf wenige Bereiche beschranken. 
Ausserdem ist die Héhe der Zusatzsteuer, die erforderlich ist, um 
den Konzentrationsvorteil auszugleichen, natiirlich genau wie bei der 
Exportriickvergiitung nur schwer festzustellen. 

Die Phasenpauschalierung beschrankt erhebungstechnisch die 
Steuer auf eine Produktionsstufe, wahrend die Steuerhdhe derjenigen 
der kumulativen Allphasensteuer entspricht. Diese Wirkung wird 
dadurch erreicht, dass fiir die verschiedenen Waren der Pro- 
duktionsweg, d.h. die durchschnittlich tatsachlich durchlaufenen 
elbstandigen Unternehmungen mit ihren Verkaufspreisen statistisch 
rmittelt wird bzw. werden, und danach die Héhe der kumulativen 
Ilphasensteuer berechnet wird, die aber nunmehr als Einphasen- 
teuer auf der Stufe erhoben wird, die sich verwaltungsmassig am 
sten dafiir eignet. Auf diese Weise variiert zwar die Héhe der 
teuerbelastung der einzelnen Giiter entsprechend dem durchschnitt- 
ichen Konzentrationsgrad der Unternehmungen, die sie herstellen 
Nachteil 4, vgl. S.232), aber zwischen den Unternehmungen, die das 
leiche Gut herstellen, bestehen keine Unterschiede in der Héhe der 
teuer mehr, je nachdem ob sie vertikal integriert sind oder nicht. 
iese Methode kompliziert die Steuererhebung ebenfalls stark; aller- 
ings betrifft die Komplizierung weniger die Steuerpflichtigen als viel- 
ehr die Vorbereitungsarbeit der Finanzverwaltung, die umfangreiche 
isten tiber die Héhe der Steuersatze fiir die verschiedenen Waren 
d die zu besteuernde Stufe aufstellen und auf dem laufenden 
alten muss, wie die Erfahrungen Osterreichs mit dieser Methode 
twischen den beiden Weltkriegen zeigen. Zur Zeit finden sich 
erartige Pauschalierungselemente in grésserem Umfang noch im 
msatzsteuerrecht Italiens und Belgiens. 
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Zusammenfassend kann festgestellt werden, dass es eine ideale 
Umsatzsteuer nicht gibt. Jede Form hat gewisse Nachteile. Die 
kumulative Form der Umsatzsteuer hat in verwaltungsmassiger und 
psychologischer Hinsicht Vorteile, befriedigt dagegen in dkono- 
mischer Hinsicht nicht. Die Wertschépfungssteuer ist wirtschaftlich 
der kumulativen Bruttoumsatzsteuer iiberlegen; man muss bei ihrer 
Einfiihrung aber erhebliche verwaltungsmassige Schwierigkeiten in 
Kauf nehmen, die ein einwandfreies Funktionieren und damit — 
natiirlich auch die Verwirklichung der angestrebten wirtschaftlichen 
Vorteile in Frage stellen. Desgleichen bewirkt die optisch starkere | 
Belastung (héherer Steuersatz) einen grésseren Steuerwiderstand, 
der infolge der komplizierten Ermittlung der Steuerbemessungs- | 
grundlage zu einer héheren Steuerhinterziehungsquote als bei einer | 
Bruttoumsatzsteuer fiihren kann. Eine einphasige Bruttoumsatz-_ 
steuer ist schliesslich einerseits wirtschaftlich der kumulativen | 
Allphasensteuer iiberlegen, andererseits in der Erhebung sowohl 
einfacher als die Nettoumsatzsteuer als auch selbst einfacher als | 
die Bruttoallphasensteuer, weil die Zahl der Steuerpflichtigen viel | 
kleiner ist, und damit die Kontrollméglichkeiten besser sind. Ihr 
grosser Nachteil liegt in dem Widerstand der Steuerpflichtigen auf 
der besteuerten Produktionsstufe, weil im Gegensatz zur Netto- 
umsatzsteuer sich nicht nur optisch der Steuersatz, sondern die tat- 
sachliche Steuerzahllast mehr als verdoppelt. Im ganzen diirften die 
Nachteile einer einphasigen Bruttoumsatzsteuer in der Regel ge- 
ringer sein als die der iibrigen Umsatzsteuerformen. Dabei muss 
man sich entscheiden, ob bei einer Besteuerung der Grosshandelsstufe 
der Vorteil einer kleinen Zahl von Steuerpflichtigen mit einer guten 
Buchfiihrung schwerer wiegt als der Nachteil einer schwierigen. 
Trennung der Verkaufe in solche an Unternehmungen und Haus-: 
halte und muss diese Vor- und Nachteile mit denjenigen einer 
Besteuerung des Einzelhandels vergleichen. Bei ihm sieht sich der 
Fiskus einer grésseren Zahl von Steuerpflichtigen mit teilweise 
unzureichenden Buchfiihrungsunterlagen gegeniiber, kann dafiir! 
aber weitgehend auf den getrennten Ausweis und Nachweis der} 
Verkaufe an Haushalte und Unternehmungen verzichten. 

Die nachfolgende Ubersicht fasst die Vor- und Nachteile der drei 
Umsatzsteuerformen unter wirtschaftlichen, verwaltungsmassigen 
und psychologischen Gesichtspunkten in kurzen Stichworten noch 
einmal zusammen, wobei die Phasenpauschalierung gesondert aus 
gewiesen ist. 
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Die einzelnen Lander haben je nach der Leistungsfahigkeit der 
Finanzverwaltung, der Psychologie der Steuerzahler und der Exakt- 
heit ihrer Buchfiihrung verschiedene Wege eingeschlagen, um die 
Umsatzsteuer so zu gestalten, dass die getroffene Lésung das ge- 
ringste Ubel darstellt. Eine grosse Bedeutung fiir den derzeitigen 
Stand spielt vielfach auch die tiberkommene Struktur der Umsatz- 
steuer. Da die Umsatzsteuern im allgemeinen zu einer Zeit einge- 
fiihrt wurden, als wirtschaftlichen Gesichtspunkten noch kein grosses | 
Gewicht bei der Gestaltung des Steuerrechts beigemessen wurde — 
und wegen der relativ niedrigen Héhe der Steuersatze auch nicht | 
beigemessen zu werden brauchte, besteht im allgemeinen die Not- | 
wendigkeit, bei einer Reform die wirtschaftlichen Wirkungen starker | 
als bisher zu beriicksichtigen. 


TEIL I 


Die Umsatzsteuer in der Bundesrepublik Deutschland erbrachte — 
im Rechnungsjahr 1959 ein Aufkommen von 14,6 Mrd. DM. Das | 
sind 22,2 vH des gesamten Steueraufkommens und 42 vH der 
Steuereinnahmen des Bundes. Aus diesen Zahlen wird ihre zentrale 
Bedeutung fiir den Bundeshaushalt deutlich. Sie erklaren gleich- 
zeitig, dass der Bundesfinanzminister gegeniiber grundlegenden 
Reformen wegen des damit verbundenen Aufkommensrisikos sehr 
zuriickhaltend ist. Drei Tatbestande lésen die Steuerpflicht aus: 

1) Lieferungen und Leistungen eines Unternehmers gegen Entgelt 
an einen Dritten. 

2) Der Eigenverbrauch. 

3) Die Einfuhr. 

Uber die Bedeutung der Besteuerung der Einfuhr haben wir be-| 
reits gesprochen, so dass wir uns auf die ersten beiden Tatbestande 
beschranken kénnen. Weitaus die grésste Bedeutung hat der erste 
Tatbestand, zumal nachdem ab 1956 die Landwirtschaft fiir die! 
von ihr erzeugten Gegensténde von der Umsatzsteuer befreit’ 
worden ist. 

Von grundlegender Bedeutung fiir die Tragweite der Umsatz- 
steuer ist die Definition von ,,Lieferungen und sonstigen Leistungen”., 
Die Legaldefinition lautet: ,,Lieferungen sind Leistungen, durch di 
der Unternehmer den Abnehmer oder in dessen Auftrag eine 
Dritten befahigt, im eigenen Namen iiber einen Gegenstand z 
verfiigen”. Sie setzen also einen Eigentumsiibergang voraus 
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| ,sonstige Leistungen sind Leistungen, die nicht in einer Lieferung 
| bestehen.” Es besteht also nur eine Negativdefinition, die wenig 
| ergiebig ist. Zur Erlauterung ist lediglich hinzugefiigt, dass die 
sonstige Leistung auch im Unterlassen oder im Dulden einer Hand- 
lung oder eines Zustandes bestehen kann. Damit wird erreicht, dass 
| Vorteile, die ein Unternehmer einem Dritten gewahrt, dadurch dass 
er z.B. darauf verzichtet, ihm zustehende Rechte geltend zu machen, 
| ebenfalls steuerpflichtige Leistungen darstellen. Grundsatzlich sind 
} also der Verkauf von Giitern und Dienstleistungen steuerlich gleich- 
gestellt. Wir werden lediglich bei der Behandlung der Steuerbe- 
| freiungen und -ermassigungen sehen, dass in einigen Fallen eine 
| Vergiinstigung fiir Dienstleistungsumsatze besteht. 

Entscheidend ist, dass es fiir die Steuerpflicht nicht darauf an- 
| kommt, welcher Art die Leistung ist. Massgeblich ist lediglich der 
| Ubergang des Gegenstandes an einen Dritten. Diese nach rein 
} juristischen Merkmalen vorgenommene Definition des Steuergegen- 
} standes bewirkt, dass die mit der Umsatzsteuer urspriinglich ver- 
}bundene Zielsetzung einer Besteuerung des Verbrauchs zwar er- 
4 reicht, gleichzeitig aber auch alle anderen ,,Verkehrsakte’” — nach 
| der deutschen Steuerklassifikation gehért die Umsatzsteuer zu den 
" Verkehrssteuern — mit besteuert werden. So werden infolgedessen 
Qauch Verkaufe von Investitionsgiitern besteuert. Hier liegt die 
}Ursache fiir die Benachteiligung kapitalintensiver Produktions- 
} verfahren und Unternehmungen. Am deutlichsten wird der Charak- 
"ter der Umsatzsteuer als Verkehrssteuer an dem Beispiel von Ge- 
J schaftsverausserungen und Umwandlungen von Unternehmungen, 
die ebenfalls steuerpflichtige Lieferungen und Leistungen sind. — 
4Sie werden zum Teil durch die aus technischen Griinden aus der 
‘Umsatzsteuer ausgegliederten Kapitalverkehrssteuern erfasst. — 
Mit einer Verbrauchsbesteuerung hat dieser Vorgang nichts zu tun; 
es zeigt sich, dass eine nach rein rechtlichen Merkmalen vorge- 
nommene Definition der Steuerbemessungsgrundlage, auch wenn fiir 
sie noch so viel Scharfsinn aufgewendet wird — und die Juristen 
in Deutschland sind stolz auf die Ausgestaltung und Durch- 
fiihrung des Umsatzsteuerrechts — nicht zu wirtschaftlich be- 
friedigenden Ergebnissen fiihren kann. So stellen die Verkehrs- 
steuern eine Gruppe von Steuern dar, deren Einteilung nach 
wirtschaftlichen Kriterien kaum méglich ist, denn sie stellen weder 
Steuern vom Vermégen, noch Steuern vom Einkommen, noch Steuern 
‘}vom Verbrauch dar. Fast die Halfte des Aufkommens an Umsatz- 
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steuer in der Bundesrepublik stammt aus der Besteuerung von Pro- 
duktionsmitteln (Rohstoffe und Investitionsgiiter), d.h. sie ist im 
dem gleichen Umfang Produktionsmittelsteuer wie Werbrauchs- 
steuer. 

Nicht alle Lieferungen und Leistungen an einen Dritten sind 
steuerpflichtig, sondern nur die von einem ,,Unternehmer im Inland 
gegen Entgelt im Rahmen seines Unternehmens ausgefiihrten”. 
Das bedingt eine Abgrenzung des Unternehmers von den Nicht- 
Unternehmern (Haushalten). Unternehmer ist steuerrechtlich, wer 
eine gewerbliche oder berufliche Tatigkeit selbstandig ausfihrt, 
d.h. jede nachhaltige selbstandige Tatigkeit zur Erzielung von Ein- 
nahmen. Das Motiv einer Gewinnerzielung ist nicht notwendig, d.h. 
wenn eine Mitgliedervereinigung gegeniiber ihren Mitgliedern tatig 
wird, sind die dabei erzielten Umsatze ebenfalls steuerpflichtig. Die 
Bezeichnung nachhaltig bedeutet, dass die Lieferungen und Lei- 
stungen wiederholt vorkommen miissen. Strittig kann sein, wenn 
jemand eine Briefmarkensammlung in mehreren Teilen verdussert, 
um mit dem Entgelt seinen Lebensunterhalt zu bestreiten, ob er | 
damit die steuerlichen Kriterien fiir einen Unternehmer erfiillt, Das | 
Merkmal der Selbstandigkeit ist nicht erfiillt, wenn natiirliche Per- | 
sonen einem Unternehmer derart eingeliedert sind, dass sie den | 
Weisungen des Unternehmers zu folgen verpflichtet sind. Dann 
sind sie Arbeitnehmer, deren Lieferungen und Leistungen nicht 
steuerpflichtig sind. Hierdurch unterscheidet sich die deutsche 
Umsatzsteuer z.B. von einer Steuer auf ,,gross receipts”, bei der 
alle Entgelte steuerpflichtig sind. Interessant und umstritten ist 
die weitere Bestimmung, die besagt, dass auch nicht alle Unter- 
nehmungen selbstandig sind, némlich dann nicht, wenn eine juri- 
stische Person dem Willen eines Unternehmers derart untergeordnet — 
ist, dass sie keinen eigenen Willen hat. Dieses als ,,Organschaft” 
bezeichnete Verhaltnis zwischen zwei Unternehmungen bedeutet, — 
dass unter gewissen Voraussetzungen die Umsatze zwischen 
Mutter- und Tochtergesellschaften nicht steuerpflichtig sind. Diese 
Bestimmung bestand an sich schon seit 1934, wurde aber- von den 
Besatzungsmachten 1946 aufgehoben, weil sie als konzentrations- | 
férdernd angesehen wurde. Erst 1958 wurde sie wiederhergestellt. 
Die Anhanger der Organschaft argumentieren, dass durch die 
Befreiung der Umsatze zwischen Mutter- und Tochtergesellschaften 
und zwischen Tochtergesellschaften gerade der Tendenz zur Kon- 
zentration durch eine Fusion entgegengewirkt wird. Sie tibersehen 
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dabei aber, dass die Bildung wirtschaftlicher Macht durch Konzen- 
tration nicht nur durch den rechtlichen Zusammenschluss von Unter- 
nehmungen, sondern ebenso durch ihre Beherrschung durch andere 
Unternehmungen bei Aufrechterhaltung der rechtlichen Selbstandig- 
keit méglich ist. Beim rechtlichen Zusammenschluss wird die Kon- 
zentration nach aussen deutlich sichtbar, bei der Beherrschung durch 
Kapitalverflechtung dagegen nicht. Die Organschaft férdert also 
eine nach aussen verschleierte Konzentration, so dass ihre Auswir- 
kung in doppelter Hinsicht unerwiinscht ist. 

Ferner ist bestimmt, dass Lieferungen und Leistungen, die der 
Staat in der Ausiibung hoheitlicher Befugnisse vornimmt, nicht 
steuerpflichtig sind, weil diese Tatigkeit nicht als gewerblich oder 
beruflich angesehen wird. 

Die Beschrankung der steuerpflichtigen Umsatze auf das Inland 
bedeutet eine regionale Abgrenzung der Steuerpflicht nach dem 
Belegenheitsprinzip. Da alle Lander, die eine Umsatzsteuer erheben, 
die gleiche Abgrenzung benutzen, ergibt sich, dass sich das Problem 
einer internationalen Doppelbesteuerung bei der Umsatzsteuer so 
gut wie nicht stellt. 

Die weitere Einschrankung der steuerpflichtigen Umsatze auf 
solche Lieferungen und Leistungen, die gegen Entgelt vorgenommen 
werden, dient der Abgrenzung gegeniiber den Schenkungen, die 
der Schenkungssteuer unterliegen. Das Entgelt braucht nicht in 
Geld gezahlt zu werden. Auch Tauschgeschafte und tauschahnliche 
Geschéfte sind steuerpflichtig. Dabei spricht der Gesetzgeber von 
einem Tausch, wenn ,,das Entgelt fiir eine Lieferung in einer anderen 
Lieferung besteht”’, von einem tauschahnlichen Umsatz, ,,wenn das 
Entgelt fiir eine sonstige Leistung in einer Lieferung oder einer 
sonstigen Leistung besteht’’. Ein Entgelt liegt auch vor, wenn die 
Gegenleistung dem Leistenden nicht von dem Empfanger der 
Leistung, sondern von einem Dritten gewahrt wird. 

Unter dem Eigenverbrauch versteht man eine Verwendung von 
selbsthergestellten Gegenstanden ausserhalb der Unternehmung fiir 
private Zwecke, also z.B. im eigenen Haushalt des Unternehmers. 
Beispiele dafiir sind der Verbrauch von selbsterzeugten Lebensmitteln 
in der Landwirtschaft und im Nahryngsmittelhandwerk (z.B. Backer, 
Schlachter). Durch die Beschrankung des Eigenverbrauchs auf 
Entnahmen ,,fiir Zwecke, die ausserhalb des Unternehmens liegen” 
(Legaldefinition), wird bewirkt, dass die Verwendung selbsterstell- 
ter Anlagen oder von in der eigenen Unternehmung weiter be- bzw. 
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verarbeiteter Rohstoffe (Selbstverbrauch) nicht steuerpflichtig ist. 
Dadurch, dass derartige ,,Innenums&tze” steuerfrei bleiben, entsteht 
der erwahnte Wettbewerbsvorteil vertikal integrierter Unterneh- 
mungen. Die Méglichkeit, den Wettbewerbsvorteil mehrstufiger 
Unternehmungen durch eine Zusatzsteuer auf die an sich steuer- 
freien Innenumsatze auszugleichen, wurde in den letzten Jahren nicht 
ausgenutzt, da das Bundesverfassungsgericht die Ermachtigung der 
Exekutive fiir den Erlass derartiger Bestimmungen, auf der die 
bisherige deutsche Regelung basierte, als nicht ausreichend prazisiert 
und deshalb mit dem Grundsatz der Gewaltenteilung als nicht ver- 
einbar angesehen hat. Durch Beschluss des Bundesverfassungs- 
gerichts vom 16.5.1961 ist jedoch geklart worden, dass eine derartige 
Zusatzsteuer grundsatzlich nicht verfassungswidrig ist. 

Die Steuerbemessungsgrundlage ist bei Lieferungen und sonstigen 
Leistungen der Wert der Verkdufe oder der Wert der getauschten 
Gegenstande. Von diesem Entgelt kénnen abgesetzt werden: 


1) Die Auslagen des Unternehmers fiir die Beférderung und Ver- 
sicherung des Verkaufsgegenstandes, wenn diese Betrage be- 
sonders in Rechnung gestellt werden oder sich aus der Buch- | 
fiihrung eindeutig und leicht nachpriifbar ergeben. 

2) Verpackungskosten, wenn der Verkdufer das Verpackungs- 
material gegen Entgelt zuriicknimmt. | 

3) Bei Spediteuren, Frachtfiihrern und MHandelsagenten die 
Auslagen an Zoll und Umsatzausgleichsteuer, die sie fiir ihre 
Auftraggeber entrichten. 


Die Unternehmer haben ein Wahlrecht, ob sie auf der Grundlage 
der vereinnahmten oder vereinbarten Entgelte besteuert Mee 
wollen. Im ersten Fall werden die Kassenvorginge (Istbasis), i 
zweiten das Entstehen von Forderungen (Sollbasis) der Steutl 
zugrunde gelegt. Der Hauptunterschied besteht in der Behandlung 
von Aussenstanden bzw. von uneinbringlichen Forderungen. Die’ 
letzteren miissen bei der Besteuerung nach vereinbarten Entgelten 
zu einem Erstattungsanspruch des Steuerpflichtigen gegeniiber dem 
Fiskus fiihren. Ausserdem entsteht die Steuerschuld bei der Be- 
rechnung der Steuer nach den vereinbarten Entgelten zeitlich friiher, 
wenn dem Kaufer Zahlungsziele gewahrt oder Ratenkdufe gemacht 
werden. Beim Barkauf besteht kein Unterschied in der Héhe 
und Falligkeit der Steuer zwischen beiden Methoden. 

Eine Berechnung der Verkdufe nach vereinbarten Entgelten ist nur 
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beim Vorhandensein einer ordnungsmassigen Buchfiihrung zulassig. 
Sie wird zur Hauptsache von grésseren Unternehmungen ange- 
wendet, denen auf diese Weise neben der Erfassung der For- 
derungen und Verpflichtungen in der Buchfiihrung eine besondere 
Erfassung der Kassenvorgange erspart wird, Fiir die kleinen Unter- 
nehmungen ist es dagegen einfacher, wenn sie lediglich die aus dem 
Verkauf von Giitern und Dienstleistungen sich ergebenden Kassen- 
einnahmen aufzeichnen miissen (Tageseinnahmen). 

Beim Eigenverbrauch fehlt es an einer entsprechenden geldwerten 
Gegenleistung; ihr Wert muss deshalb geschatzt werden. Er be- 
misst sich nach dem Preis, den im Zeitpunkt der Entnahme ein 
Wiederverkaufer zahlen wiirde, d.h. er basiert teilweise auf dem 
Herstellerpreis, teilweise auf dem Grosshandelspreis. 

Bei der Einfuhr wiederum bemisst sich die Ausgleichssteuer nach 
dem Zollwert zuziiglich Zoll und eventuell zu entrichtender Ver- 
brauchssteuer, wenn es sich um ein verbrauchssteuerpflichtiges Gut 
handelt. Daraus ergibt sich, dass Verbrauchssteuer, Zoll und Um- 
satzsteuer in der Bundesrepublik unabhangig nebeneinander be- 
stehen. Es entsteht also anders als z.B. bei den franzésischen Taxes 
uniques eine Mehrfachbelastung, bei der Steuer von Steuer bzw. 
Steuer vom Zoll erhoben wird. Im Gegensatz zu der Berechnung 
der Steuer von Lieferungen und sonstigen Leistungen und vom 
Eigenverbrauch, bei der die Umsatze des Besteuerungszeitraums — 
grundsatzlich ein Jahr — zusammengerechnet werden, wird die 
Ausgleichssteuer fiir jede Lieferung (Einfuhr) gesondert festgesetzt. 
Sie wird im Gegensatz zu der allgemeinen Umsatzsteuer, die von 
der Besitz- und Verkehrssteuerabteilung der Finanzverwaltung 
erhoben wird, von der Zollverwaltung kontrolliert. 

Der Tarif ist nach Warenarten, Wirtschaftsgruppen und Grésse 
der Unternehmungen differenziert. Daneben besteht zusatzlich noch 
eine regionale Differenzierung fiir Berlin, Wenn die Umsatzsteuer 
eine Verbrauchssteuer sein, d.h. der Kéufer von Konsumgiitern mit 
ihr belastet werden soll, ist nur eine Differenzierung nach Waren- 
arten konsequent. Eine Differenzierung nach Wirtschaftsgruppen 
und Grésse der Unternehmungen setzt dagegen voraus, dass die 
_Unternehmungen nicht nur die Zahllast haben, sondern ihr Gewinn 
mindestens teilweise durch die Steuer geschmdlert wird. Von einem 
Teil der Finanzwirtschaftler wird deshalb eine Differenzierung der 
zweiten Art abgelehnt. 

Die Differenzierung der Umsatzsteuer nach Warenarten soll 
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dazu dienen, sie besser der Leistungsfahigkeit der Einkommens- 
bezieher anzupassen, wobei man davon ausgeht, dass der Steuer- 
trager der Konsument ist. Man hat in den meisten Landern auf 
Verbrauchs-, Umsatz- und Aufwandssteuern zuriickgegriffen, weil 
der Steuerwiderstand gegen eine Einkommensteuer zu gross werden 
wiirde, wenn mit ihrer Hilfe der gesamte Finanzbedarf des Staates 
gedeckt werden wiirde. Bei diesen Steuern muss man aber eine 
unerwiinschte Regressionswirkung in Kauf nehmen. Sie beruht 
darauf, dass mit wachsendem Einkommen die Konsumquote immer 
kleiner wird. Da nur die konsumierten Einkommensteile von den 
Umsatz-, Aufwands- und Verbrauchssteuern erfasst werden, bedeutet 
dies, dass ihr Antei] am Einkommen abnimmt, je mehr das Ein- 
kommen wichst. Dieser sozial unerwiinschten Wirkung versucht 
man dadurch entgegenzuwirken, dass man Massenkonsumgiiter, auf 
die der grésste Teil der Konsumausgaben von Beziehern Kleiner 
Einkommen entfallt, niedriger besteuert als Giiter des gehobenen 
Bedarfs oder ausgesprochene Luxusgiiter, die vorwiegend von den 
Beziehern héherer Einkommen nachgefragt werden. 

Technisch kann die differenzierte Belastung auf zwei verschie- 
denen Wegen erreicht werden. Giiter des gehobenen Bedarfs 
kénnen Spezialsteuern unterworfen werden — Aufwands- und Ver- 
brauchssteuern — oder die Steuersdétze der Umsatzsteuer kénnen 
nach Warenarten differenziert werden. In der Bundesrepublik ist 
man sowohl den einen als auch den anderen Weg gegangen. 

Der Normalsatz der Umsatzsteuer betragt 4 vH des Verkaufs- 
preises (einschl. Steuer). Ein héherer Satz existiert nicht. Die zu- 
sétzliche Belastung von Giitern des gehobenen Bedarfs und von 
Luxusgiitern ist also Sondersteuern vorbehalten worden. Dabei 
muss allerdings festgestellt werden, dass die deutschen Verbrauchs- 
steuern diese ihr zugedachte Aufgabe nur sehr bedingt erfiillen, 
weil sie véllig veraltet sind. Von Tabak und Alkohol abgesehen, 
die man eventuell noch als Giiter des gehobenen Bedarfs ansehen 
kann, treffen sie in der Regel nur Massenkonsumgiiter. So werden : 
z.B. Salz, Zucker, Essig, Ziindhdlzer, Spielkarten durch spezielle 
Verbrauchssteuern belastet, wahrend Kiihlschranke, Fernsehemp- 
fanger, andere elektrische Gerate, Rennpferde, Motorboote, Segel- — 
yachten, Schlagsahne, Wein und Kaviar nicht zusatzlich besteuert 
werden. Bei Giitern, die steuerlich entlastet werden sollen, geschieht 
dies dagegen innerhalb der Umsatzsteuer durch ermassigte Satze 
bzw. Steuerbefreiungen. 
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Anstelle des Normalsteuersatzes von 4 vH werden einem ermas- 
sigten Steuersatz unterworfen: 


a) Von 1,5 vH: Getreide, Mehl, Schrot oder Kleie, Backwaren und 
ab 1.7.1961 Griess, Teigwaren und Biicher. 

b) Von 3 vH: Butter, Margarine, Schmalz, pflanzliche Oele, Kunst- 
speisefett, Zucker. 


Auf der Grosshandelsstufe befreit sind: 


a) Ab 1956: Milcherzeugnisse wie Sauermilch, Yoghurt, entrahmte 
Milch, Buttermilch, Sahne, Butter, Kase und Milchmischgetranke. 

b) Ab 1960 zusatzlich: Backwaren, Eier, Fische, Obst und Gemiise 
auch in Konservenform, alkoholfreie Getranke, Nahrmittel aus 
Getreide, Reis, Sago, Honig, Hiilsenfriichte, Marmeladen, Nah- 
rungsfette, Puddingpulver, Essig, Tee, Senf, Gewiirze, Zucker. 

c) Ab 1.7.1961: Alle Nahrungsmittel mit Ausnahme von Tabak- 
waren und alkoholischen Getranken. 


Ganzlich befreit sind arztliche Leistungen, soweit sie im Rahmen 
der gesetzlichen Krankenversicherung erbracht werden, sowie die 
Lieferungen von Wasser, Gas, Elektrizitat und Warme; ferner ab 
1.7.1961 Milch. 

Die Differenzierung der Umsatzsteuer nach Warenarten halt 
sich also insgesamt in bescheidenen Grenzen, so dass die Regres- 
sionswirkung der Umsatzsteuer nur relativ wenig abgeschwacht 
wird. 

Einer Differenzierung der Steuer nach Wirtschaftszweigen bzw. 
Produktionsstufen dienen u.a. die folgenden Bestimmungen: 


1) Steuerbefreit sind: 


a) Die Lieferungen und der Eigenverbrauch der Landwirtschaft, 
wenn die Gegenstande im eigenen Betrieb erzeugt und vom 
Landwirt selbst geliefert werden. 

b) Die Ums&tze von Vereinigungen, deren Zweck die Milch- 
kontrolle, die Trocknung von Feldfriichten oder die Férde- 
rung der Tierzucht ist. 

c) Die Lieferung von bestimmten Rohstoffen und Halberzeug- 
nissen im Grosshandel. Diese Bestimmung dient in erster 
Linie der Herstellung der Konkurrenzfahigkeit inlandischer 
Importeure (Grosshandler) mit auslandischen Grosshandlern, 
die keine entsprechende Umsatzsteuer auf Verkaufe nach 
Deutschland zu zahlen haben. 
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2) Steuerermassigt sind: 


a) Die Umsatze im Grosshandel und die Verausserung einer 
Unternehmung im ganzen auf 1 vH. 

b) Die Umsatze von Gegenstanden, die innerhalb eines forst- 
wirtschaftlichen Betriebes selbst erzeugt werden, wenn der 
Waldbesitzer die Gegenstande selbst liefert, auf 1,5 vH. 


In beiden Fallen ist Voraussetzung fiir die steuerliche Anerken- 
nung als Grosshandler, wenn dieser auch Einzelhandelsumsatze 
ausfiihrt, dass 


1) die Lieferungen im Einzelhandel nicht mehr als 90 vH des 
Gesamtumsatzes betragen oder 

2) die Lieferungen im Grosshandel 0,5 Million DM iberschreiten. 
Ausserdem darf der Grosshandler die Gegenstande weder ver- 
arbeiten noch bearbeiten. Nur geringfiigige Be- und Verarbei- 
tungen sind zugelassen. 


An diesem Grosshandelsprivileg und dem Be- und Verarbeitungs- 
verbot hat sich einer der Hauptstreitpunkte zwischen der Finanz- 
verwaltung und den Steuerpflichtigen und eine umfangreiche Recht- 
sprechung entwickelt. Die Tendenz geht dahin, Anzahl und Umfang 
der steuerschadlichen Be-~ und Verarbeitungen zu erhéhen. Zur 
Zeit gehGren u.a, dazu: Das Kennzeichnen, Umpacken, Umfiillen 
und Sortieren von Gegenstanden; die Reinigung und Trocknung 
von Oelfriichten und Saatgut; Lagerung von Kase; Fermentierung 
von Tabak; der Querschnitt von Holz und seine Konservierung; 
Zerschneiden von Pappe und Papier zu handelsiiblichen Gréssen; 
Reifenlassen von Friichten; Résten, Mischen und Mahlen von Kaffee. 
Die Legaldefinition fiir eine steuerschadliche Be- und Verarbeitung 
lautet, dass ,,durch die Behandlung des Gegenstandes nach der | 
Verkehrsauffassung ein neues Verkehrsgut (ein Gegenstand an- — 
derer Marktgangigkeit) entsteht”’. 

Von dem Verbot der Be- und Verarbeitung sind nur die Gross- 
handelsumsatze der Schlachter ausgenommen, wenn sie lebend er- 
worbene Rinder im ganzen, in Halften oder in Vierteln, lebend 
erworbene Schweine, Kalber und Schafe im ganzen oder in Halften 
und lebend erworbene Kalber und Schafe im ganzen veraussern. 

Eine teilweise Befreiung und teilweise Ermassigung der Steuer 
tritt fiir Schriftsteller, Journalisten, Bildberichterstatter, Privat- 
gelehrte, Kiinstler, Handelsvertreter und Makler ein. Uberschreiten 
ihre Umsatze 120.000 DM im Jahr nicht, bleiben 20.000 DM steuer- 
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frei. Bei Ums&tzen, die 120.000 DM nur wenig iiberschreiten, besteht 
eine gleitende Ubergangslésung, die bewirkt, dass die Vergiinstigung 
nur langsam auslauft. Das ist die einzige Bestimmung, aus der man 
eine Begiinstigung gewisser Dienstleistungen ableiten kann. 

Wenn man unterstellt, dass die Unternehmer den Preis fiir die 
von ihnen hergestellten Giiter und Dienstleistungen um den Steuer- 
betrag erhdhen, um die Steuer auf die Abnehmer abzuwalzen, ist 
die Steuerbefreiung mit einer Preissenkung verbunden. Dadurch 
erhéht sich, wenn die Nachfrage nach den von ihnen angebotenen 
Giitern nicht vollkommen unelastisch ist, die abgesetzte Menge der 
Giiter bzw., wenn man auf die besteuerten Giiter abstellt, tritt der 
bei diesen zu beobachtende Absatzriickgang nicht ein. Selbst bei 
voller Einkalkulation der Umsatzsteuer in die Preise bewirkt die 
Absatzveranderung also einen Einkommensvorteil fiir die Unter- 
nehmer, die steuerfreie Giiter herstellen, im Verhaltnis zu denjenigen 
Unternehmern, die besteuerte Giiter anbieten. In Wirklichkeit diirfte 
die Wirkung einer Steuerbefreiung auf die betreffenden Wirt- 
schaftszweige noch grésser sein, weil die Preiserhéhung in der Regel 
etwas hinter dem Steuerbetrag zuriickbleiben wird. Es bleibt also 
festzuhalten, dass eine Differenzierung der Umsatzsteuer nach Wirt- 
schaftszweigen mindestens teilweise eine entsprechende Verschie- 
bung der Gewinnrelationen zwischen diesen Zweigen hervorrufen 
wird, so dass sie, wenn die Wirtschaftspolitik ein derartiges Ziel 
verfolgt, ein geeignetes Mittel ist, um dieses Ziel zu erreichen. 

Ein offener Ausweis des Steuerbetrages auf der Rechnung ist 
nicht zulassiy. Er wird nur dann gestattet, wenn fiir den betreffen- 
den Gegenstand gesetzliche Festpreise bestehen. Dann darf das 
Entgelt um den Steuerbetrag erhéht werden. Diese Bestimmung 
hat keine grosse praktische Bedeutung. Sie beschrankt sich im 
wesentlichen auf die Gebiihren von Rechtsanwalten und Notaren. 
Trotzdem wird aus ihr deutlich, dass der Gesetzgeber von der 
Annahme ausgegangen ist, dass die Umsatzsteuer iiberwalzt werden 
soll. 

Die Differenzierung der Umsatzsteuer nach Unternehmensgréssen 
soll mittelstandspolitischen Zielen dienen. Sie besteht in der 
heutigen Form zwar erst seit Ende 1956, geht aber auf eine Altere 
‘Form der Differenzierung zuriick, die bereits vor dem Kriege in der 
‘Form der sogenannten Warenhaussteuer bestand und erst 1951 
abgeschafft wurde. Durch sie wurden die Umsiatze im Einzelhandel, 
wenn sie eine bestimmte Hohe iiberstiegen, einer erhdhten Besteue- 
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rung unterworfen. Ab 1956 bestand fiir kleine Unternehmen, deren 
Umsatz im Kalenderjahr 80.000 DM nicht iibersteigt, ein Freibetrag 
von 8.000 DM, d.h., sie konnten ihre Umsatze um 8.000 DM ver- 
ringern. Es besteht wiederum eine Ubergangsregelung fiir Umsatze 
zwischen 80.000 DM und 88.000 DM, die einen Belastungssprung 
verhindern soll. Fiir je 100 DM, die der Gesamtumsatz 80.000 DM 
iibersteigt, verringert sich der Freibetrag ebenfalls um 100 DM. 
Also bei einem Umsatz von 81.000 DM betragt der Freibetrag noch 
7.000 DM, so dass 74.000 DM zu versteuern sind. Ab 1961 sind 
die Umsatzgrenze auf 120.000 DM Jahresumsatz und der Freibetrag 
auf 12.000 DM erhéht worden. 

Die Wirkung dieser Differenzierung ist wenig befriedigend, da 
der Umsatz in Anbetracht der grossen Unterschiede zwischen 
kapital-, arbeits- und rohstoffintensiven Betrieben ein sehr un- 
zulanglicher Masstab fiir die Betriebsgrésse ist. 

Die letzte Art der Differenzierung besteht in einer regionalen 
Steuerbefreiung fiir in Berlin ansdssige Unternehmer, die Gegen- 
stande an Unternehmer (nicht Haushalte) im Bundesgebiet liefern 
oder hergestellte Gegenstinde im Bundesgebiet zusammensetzen 
oder einbauen. Diese Massnahme hat sich als eine wirksame Fér- 
derung der Berliner Wirtschaft erwiesen, durch die ihre infolge 
der Isolierung eingetretenen Transportkostennachteile kompensiert 
werden. 

Sie hat allerdings auch in gewisser Weise zu Umgehungen 
gefiihrt, indem eine Reihe von Firmen ihren Sitz nach Berlin verlegt 
haben — fiir die Umsatzsteuerpflicht ist der Sitz der Unternehmung 
massgeblich — und fiir ihre in der Bundesrepublik belegenen und 
belassenen Betriebsstatten Umsatzsteuerfreiheit in Anspruch ge- 
nommen haben. Der Berliner Wirtschaft ist aber weniger mit der — 
Verlegung des Sitzes einer Unternehmung gedient — zusatzlich — 
beschaftigte Angestellte sind zwar aufgrund der Arbeitslosenstruk- — 
tur (hoher Anteil von Angestellten) auch wiinschenswert — 
in erster Linie geht es aber um die Vergrésserung der Produktion, 
d.h. die Schaffung zusatzlicher Produktionsstatten. 

Diese regionale Differenzierung macht die Bedeutung unterschied- 
licher Steuersdtze fiir den internationalen Wettbewerb deutlich. 
Seiner Regulierung dient die Riickvergiitung der inlandischen Um- 
satzsteuer beim Export und die Ausgleichssteuer beim Import aus- 
landischer Waren. Da, wie erwahnt, bei der kumulativen Allphasen- 
steuer die Héhe der auf einem exportierten Gut lastenden inlan- 
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dischen Umsatzsteuer und die Hohe der der inlandischen Belastung 

entsprechenden Ausgleichssteuer nicht exakt festzustellen ist, miissen 

die Betrage pauschaliert werden. 

In der Bundesrepublik bestehen folgende Bestimmungen: 

1) Bei exportierten Giitern bleibt der Umsatz, der beim Verkauf 
eines Gutes ins Ausland entsteht, selbst steuerfrei. Dazu wird 
zum Ausgleich der auf den Vorstufen gezahlten Umsatzsteuer 
eine Ausfuhrhindlervergiitung in der Héhe des jeweils fiir das 
Gut im Inland geltenden Steuersatzes, also 1,5, 3 bzw. 4 vH, 
gezahlt, wenn das Gut von einem Grosshandler exportiert wird. 
Bemessungsgrundlage ist aber nicht der volle Preis, sondern 
nur 92 vH des Entgelts, um der Preiserhéhung auf der Gross- 
handelsstufe Rechnung zu tragen. Zusatzlich wird eine Ausfuhr- 
vergiitung gewdhrt, die auch der direkt exportierende Hersteller 
erhadlt. Sie betragt je nach Warenart 0,5 bis 3 vH. Rohstoffe 
erhalten die niedrigste, Fertigwaren die héchste Vergiitung, weil 
man unterstellt, dass die ersteren mit der geringsten, die letzteren 
mit der héchsten Umsatzsteuer auf den Vorstufen belastet 
worden sind. 

2) Die Ausgleichssteuer auf importierte Giiter entspricht den im 
Inland fiir sie giiltigen Steuersdtzen, die zum Ausgleich der 
Vorbelastung auf bis zu 6 vH erhéht werden kénnen. 

Nach kiirzlich vorgenommenen Berechnungen geniigt in vielen 
Fallen weder die steuerliche Entlastung bei der Ausfuhr noch die 
Belastung bei der Einfuhr, um eine gleiche steuerliche Behandlung 
inlandischer und auslandischer Erzeugnisse zu verwirklichen. Die 
Nachteile der kumulativen Allphasensteuer im grenziiberschreiten- 
den Verkehr werden an diesen Regelungen deutlich, sofern man 
nicht auf die Methode der Besteuerung nach dem Bestimmungsland 
verzichtet. 

Von der Ausgleichssteuer befreit ist die Einfuhr solcher Gegen~ 
stande, die zollfrei eingefiihrt werden kénnen. Hierbei handelt es 
sich meistens um Rohstoffe, die in Deutschland nicht vorkommen, 
so dass der Gesichtspunkt der Wettbewerbsgleichheit zwischen 
inlandischen und auslandischen Anbietern entfallt. Weiter ist die 
erste im Anschluss an die Einfuhr in einem Seehafenplatz folgende 
_Lieferung steuerfrei, wenn es sich um Grosshandelsumsatze von 
Rohstoffen, Halberzeugnissen, Lebens- und Futtermitteln handelt. 
Es kann zweifelhaft sein, wie weit diese unter der Bezeichnung 
»oeehafenprivileg’’ bekannte Bestimmung, die urspriinglich dazu 
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diente, die Konkurrenzfahigkeit der deutschen Importeure in den 

Seehafen gegentiber Grosshandlern im Ausland (besonders Holland 

und Belgien) herzustellen, die keiner der deutschen Umsatzsteuer 

entsprechenden Steuer unterworfen waren, heute noch sinnvoll 
ist, nachdem die Nachbarlander Deutschlands ebenfalls eine kaum 
niedrigere allgemeine Umsatzsteuer eingefiihrt haben. 

Unter den sonst aufgefiihrten Befreiungen — der Befreiungs- 
katalog enthalt zur Zeit 26 verschiedene Positionen — seien nur 
noch zwei Gruppen erwahnt: 

1) Die Befreiung von bestimmten Steuerpflichtigen aus sozial- 
politischen Griinden, wie das Jugendherbergswerk, private 
Schulen, Anstalten, die der Aus- und Fortbildung dienen, 
Krankenhauser, Verbande der freien Wohlfahrtspflege, Blinde 
(personelle Befreiungen). 

Unechte Befreiungen von solchen Umsitzen, die aus erhebungs- 
technischen Griinden verselbstandigten, aus der Umsatzsteuer 
ausgegliederten Verkehrssteuern unterliegen. Dazu gehéren die 
Umsiatze, die der Grunderwerbs-, der Beférderungs-, der Ver- — 
sicherungs-, der Wechsel-, der Rennwett- und Lotteriesteuer 
sowie den Kapitalverkehrssteuern unterliegen. 

Der Unternehmer hat bis zum 10. jeden Monats eine Voranmel- 

dung fiir die Umsatze des Vormonats abzugeben und gleichzeitig 

eine von ihm nach diesem Umsatz selbst errechnete Steuervoraus- 

zahlung zu entrichten. Bei Unternehmern, deren Umsatzsteuer im 

vergangenen Jahr weniger als 800 DM betragen hat, sind Vor- 

anmeldungen und Vorauszahlungen vierteljahrlich am 10. Januar, 

April, Juli und Oktober zu leisten. Sie entfallen bei Unternehmern, 

deren Steuer im Vierteljahr 5—- DM nicht iibersteigen wiirde. 

Daraus ergibt sich eine Kleinstbetragsgrenze fiir steuerfreie Jahres- 

umsatze beim Normalsteuersatz von 4 vH von 500 DM, beim | 

ermassigten Steuersatz von 3 vH von 666 DM, bei einem solchen 
von 1,5 vH von 1.333 DM und bei einem solchen von 1 vH von 

2.000 DM. Nach Ablauf des Kalenderjahres hat der Unternehmer 

eine Steuererklarung abzugeben, auf die hin das Finanzamt einen 

Steuerbescheid erlasst. Abweichungen von der Summe der geleisteten 

Vorauszahlungen fiihren zu einer Abschlusszahlung oder zu einer 

Steuererstattung, z.B. wenn sich herausstellt, dass der Unternehmer 

mit seinen Jahresumsatzen unter 80.000 DM bleibt, so dass ihm 

der Freibetrag von 8.000 DM zusteht. Die Unternehmer unterliegen | 
der Steueraufsicht; es besteht eine Aufzeichnungspflicht iiber die | 
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Lieferanten und die gelieferten Mengen bzw. die Abnehmer und 
die abgesetzten Mengen, sowie:die vereinnahmten bzw. vereinbarten 
Entgelte und den Einnahmetag. Ausserdem miissen eine etwaige 
Be- und Verarbeitung sowie der Eigenverbrauch und die Entnahmen 
fiir geschaftliche Zwecke (z.B. Verwendung im eigenen Unter- 
nehmen) aufgezeichnet werden. Die Umsiatze sind fiir jeden 
Steuersatz, der auf sie angewendet wird, getrennt nachzuweisen. 
Auch steuerfreie Umsatze miissen aufgezeichnet und in der Steuer- 
erklarung angegeben werden. 

Die Finanzverwaltung kontrolliert die Unternehmen durch Be- 
triebspriifungen. Im iibrigen dienen die Umsiatze selbst der Kontrolle 
der Einkommensteuer. Fiir nicht buchfiihrende Steuerpflichtige 
wird die Einkommensteuer sogar als ein bestimmter Prozentsatz 
des Umsatzes berechnet. Die Finanzverwaltung hat dazu eine um- 
fangreiche Richtsatzsammlung herausgegeben. Grundsatzlich wer- 
den die Umsatz- und die Einkommensteuererklarung jedes Steuer- 
pflichtigen zu Kontrollzwecken zusammengefihrt. Beide Steuern 
werden deshalb von der gleichen Abteilung der Finanzverwaltung 
erhoben. 

Zusammenfassend lasst sich feststellen, dass die deutsche Um- 
satzsteuer rechtlich und technisch gut durchgebildet ist. Die Kiirze 
des Gesetzes — es besteht aus nur 19 Paragraphen — tauscht aller- 
dings eine zu grosse Einfachheit vor; die schwierigen Fragen sind 
in umfangreichen Rechtsverordnungen (Durchfiihrungsbestimmun- 
gen) und Verwaltungserlassen geregelt. Die Schwd&che liegt in 
ihren wirtschaftlichen Wirkungen. Sie ist letztlich dadurch be- 
dingt, dass der Steuergegenstand der ,,Verkehrssteuern’’ an rein 
rechtlichen Merkmalen ausgerichtet ist. 


THE SEARCH FOR THE OPTIMAL TURNOVER TAX - 
EXPERIENCES AND REFORM PROPOSALS IN 
THE FEDERAL REPUBLIC OF GERMANY 


by M. W. ALBERS 


SUMMARY 


The various forms of turnover tax can be distinguished by 
considering whether they have a single- or multi-stage form, on the 
one hand, or whether they apply to gross or net turnover, on the 
other hand. Taking into account that a single-stage tax on net 
turnover has no practical significance, this study confines itself to 
(1) a (cumulative) all-stage tax on gross turnover (multi-stage tax) | 
(2) a (non-cumulative) all-stage tax on net turnover (multi-stage. 

tax) | 
(3) a single-stage tax on gross turnover (at the retail stage, the 
wholesale stage, or the last production stage). 

It is demonstrated in this study that the tendency to vertical con- 
centration of enterprises, the harmful effect on production processes 
calling for high investments, the uneven tax burden on consumer 
goods regardless of a differentiation of taxation, as is desirable from 
a social point of view, and the difficulty to assess taxation on goods 
crossing borders, as is necessary if the country-of-destination 
principle is to be applied, in short, the economic disadvantages of a 
cumulative all-stage turnover tax, do not prevail in the case of tax 
on net turnover or a one-stage tax on gross turnover. On the other 
hand, these two forms entail greater inconveniences from an 
administrative and psychological point of view, so that no form of 
turnover tax can be considered as ideal. There is no general answer 
to the question, which form of turnover tax offers the least 
disadvantages. The answer depends on the economic structure of 
the country, the mentality of its taxpayers and the quality of their 
book-keeping, as well as on the efficiency of the Treasury. Con- 
cerning the Federal Republic of Germany, a one-stage tax on gross 
turnover seems preferable. 
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The second part of this study contains a description of the 
German experiences with the cumulative all-stage tax on gross 
turnover, the attempts to palliate its inconvenients (additional tax), 
and the existing reform projects. 

The economic aims which turnover tax is calculated to forward 
are studied in the light of the differentiation of taxation according 
to types of goods, fields of economy, and the size and seat of firms 
(Berlin preference). 


LA RECHERCHE DE LA TAXE SUR LE CHIFFRE D’AFFAIRES 
LA PLUS FAVORABLE — EXPERIENCES ET PROJETS 
DE REFORME DANS LA REPUBLIQUE FEDERALE 
D’ALLEMAGNE 


par M. W. ALBERS 


RESUME 


On peut distinguer les différentes formes d'impét sur le chiffre 
d'affaires en se basant tantét sur le fait que cet impét frappe a 
un niveau simple ou multiple, tant6t sur le fait qu'il s’applique au 
chiffre d'affaires brut ou net. Etant donné qu'un impét sur le chiffre 
d'affaires net qui ne frapperait qu’é un seul niveau n'a aucune 
signification pratique, nous nous bornerons 4 examiner: 

1) un impét sur le chiffre d'affaires brut (cumulatif) frappant a 
plusieurs niveaux (,,kumulative Bruttomehrphasenumsatzsteuer”’} 

2) un impét sur le chiffre d'affaires net (non cumulatif) frappant 
a plusieurs niveaux (,,nicht kumulative Nettomehrphasenumsatz- | 
steuer’’) 

3) un impét sur le chiffre d'affaires brut ne frappant qu’a un seul 
niveau (au niveau du commerce de detail, du commerce de gros 
ou a la derniére étape de la production) — ,,Einphasenbrutto- | 
umsatzsteuer’’). 

Il sera démontré que les désavantages économiques d'un impét | 
cumulatif frappant a tous les niveaux — tendance a la concentration 
verticale des entreprises, préjudice porté aux entreprises utilisant! 
des processus de production caractérisés par une haute intensité de 
capital, charge inégale pesant sur les biens de consommation indé- 
pendamment d'une différenciation souhaitable du point de vue social 
de la charge fiscale, vérification difficile de la charge de l'impét en 
ce qui concerne le commerce franchissant les frontiéres, telle qu'elle 
est nécessaire si on emploie le principe de pays de destination — que 
tous ces désavantages donc n’existent plus dans le cas d'un impét 
sur le chiffre d'affaires net et d'un impét sur le chiffre d'affaires brut 
ne frappant qu’A un seul niveau. En revanche, ces deux formules 
d'impéts présentent de trés gros inconvénients du point de vue 
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administratif et psychologique de sorte qu'il n’existe en fait aucune 
formule idéale d'impét sur le chiffre d'affaires. La question de savoir 
quelle est la formule d'impét sur le chiffre d'affaires qui présente le 
moins d'inconvénients, ne peut étre résolue d'une maniére générale. 
Elle dépend de la structure économique du pays, de la mentalité de 
ses contribuables et de la qualité de leur comptabilité aussi bien que 
de la capacité de l'Administration des Finances. En ce qui concerne 
la République Fédérale d’Allemagne, c'est l'impét sur le chiffre 
d'affaires brut et ne frappant qu'a un seul niveau, qui serait pré- 
férable. 

Dans une deuxiéme partie on traitera les expériences allemandes au 
sujet de l'impét brut cumulatif frappant 4 tous les stades, des 
tentatives pour en atténuer les inconvénients (,,Zusatzsteuer” — 
imp6t additionnel) et des projets de réforme existants, 

On examinera les objectifs de politique économique poursuivis 
avec l'impét sur le chiffre d'affaires au moyen d'une différenciation 
des taux d’imposition selon le genre de marchandises, les secteurs 
économiques, la grandeur des entreprises et l’endroit ou elles se 
sont situées (,,Berlin-Praiferenz’’ — préférence pour Berlin). 


SUBSIDIES IN THE UNITED STATES 


by C. LOWELL HARRIS * 
New York 


Distant fields seem greener. As I have worked on this paper, 
I have felt envy for the scholar who deals with concepts which 
are clearly defined. Perhaps even natural scientists have more 
difficulty than I realize in getting exact definitions for the terms 
they use. Be that as it may, the social scientist's problem seems to 
me increasingly difficult. The changing world of events, and the 
words we use to study it, do not necessarily develop in harmony. _ 

Perhaps the word “subvention” and its English counterpart — 
“subsidy”, never applied precisely to a clearly distinguishable set 
of phenomena. But the growing complexity of public finances has | 
unguestionably destroyed the economic significance of any 
definition.*) Consequently, it is difficult to set significant limits to | 
a discussion like that which I undertake. 


THE TENDENCY TO DISGUISE SUBSIDY. 


Whatever the definition of “subsidy”, nothing to which it applies 
will appear in the accounts of governments in the United States — 
the national (Federal), state, or local.?) The figures with the 


* The author is Professor of Economics at Columbia University, New York. — | 
This Article has been published also by an other economic review. The author 
is not responsible for this fact. 

1) A definition precise enough to be usable will exclude some things which are 
very similar. A broad definition covering most of the field will include elements | 
which are subject to dispute, others which are vague, and some which seem to 
differ more than they ressemble each other. A discussion of definitional problems 
as well as of current practices in the United States appears in Joint Economic 
Committee, 86th Congress, 2nd Session, Subsidy and Subsidylike Programs of the 
U.S. Government (Washington, Government Printing Office, 1960). My debt to 
this study is large. 

2) Only one Federal statute establishing a special benefit program uses the 
term “‘subsidy’’. Only two others classify appropriations as subsidies. The Index 
of the 1100 page volume presenting the President's proposed budget for 1962 has 
only two entries under “subsidy” or its equivalents. There is one entry under 
“aid"-funds given to foreign countries. There are five entries under “benefits”; 
yet none of these apply to I should consider subsidies. 
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economic significance applying to any definition are scattered, often 
confused, and sometimes deliberately concealed. In some cases they 
are not even calculable. 

In the United States, and doubtless in other countries, there is 
a distaste for receiving from government what is labled as subsidy. 
There is, I hasten to add, ample willingness to take benefits from 
government. But there is strong preference for forms which help 
conceal the nature of the receipt. 

1. Tax exemption, for example, seems far more attractive than 
a governmental payment yielding the same economic benefit. The 
modern search for benefit often takes this form. 

2. Business as well as individuals are willing to accept commercial- 
type services from government at less than cost. 

3. A different type of example arises from the development of 
social insurance systems which replace programs resting on need. 
When benefits are set definitely by law, do we ever think of the 
person who gets more than he paid as receiving a subsidy? Not as 
a rule, I believe. As governmental expenditures have grown, they 
have included more of outlays which have a big element of indi- 
vidual benefit. General social welfare is no longer the overwhelming 
criterion of public spending. Is there, then, a subsidy element? 

4. A fourth example arises from governmental assumption of some 
of the cost of borrowing money. The Treasury's aid is not always 
obvious. As a rule it is too complex to be measured. Rarely does the 
person who benefits sense that some of what he receives is at the. 
expense of someone else. Yet the examples of such aid are numerous. 


THE SCOPE OF THE DISCUSSION. 


I do not propose to define ‘“‘subsidy” and then discuss those 
spending activities which fall within the definition. Instead, I shall 
consider certain programs of the national government with an 
occasional reference to state-local finances. Included are some things 
which not everyone would consider subsidies. Excluded are some 
things which might reasonably be considered as subsidies. Two 
major domestic activities and one foreign are not covered: Federal 
grants to state and local governments, social insurance, and military 
and development aid to foreign economies. 
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AGRICULTURAL SUBSIDIES. 


The largest outlays which would generally be classed as subsidies 
are those to farmers. The United States has complex, costly, and 
unsatisfactory programs for helping some farmers. (Note that by 
no means all farmers receive subsidies; not all farmers with low 
incomes get aid.) The budget shows expenditures for “agriculture © 
and agricultural resources” of about $5.1 billion a year. How much 
of this might be considered subsidy? One careful study computed 
the “aids” at about $3.5 billion on the average since 1956. The 
estimate for the coming financial year is also around $ 3.5 billion. 
This is more than 4 per cent of budget spending. These figures, 
however, overstate somewhat the eventual cost to the taxpayer. We 
may disagree about the amounts of true subsidy, but there is no 
doubt that the total is large. It seems to grow. 

The system started in the Great Depression, largely to meet a 
serious emergency. *) It was modified in World War II to stimulate | 
output. It continues despite widespread dissatisfaction. Till the 
middle of the 1950's the cost, by present standards, was not high. *) | 
The most expensive element is one designed to get the prices of a | 
few farm products — notably wheat, corn (maize), and cotton — | 
above free market levels. Farmers are compelled or induced to 
restrict the acreage devoted to these crops. If the market price of 
the product is below a standard or “‘support’’ price computed 
according to a complicated formula, the government lends the 
grower as much as the support price. If the market price rises above 
the support level, the grower can retain the crop and repay the 
loan. If the market price remains below the support level, the 
government becomes the owner. (It now owns about $9 billion | 
of crops.) Disposal then looms as a major undertaking. Some | 
food is given away (for example, to the poor and to schools for 
lunches). Some grain and cotton are sold abroad under terms which | 
involve a form of export subsidy. In a few cases, wheat for example, | 
the export subsidy is paid in cash. In most cases, notably cotton, 
the exporter receives a subsidy in kind, that is, a gift of “x’’ pounds _ 


8) Federal government aids to agriculture go back, in a sense, to the very 
beginnings of our government. 

4) The cost from 1932 through 1949 was about $ 12 billion, excluding certain 
World War II programs. The average was thus a little more than $600 million 
a year. 
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_ of cotton for “y” pounds sold abroad.*) Some surpluses are 
destroyed. The loss the government sustains is presumably the 
subsidy element in the total program. In some accountings, however, 
the receipts in the form of foreign currency — now about $ 1 billion 
a year in local currency and $ 200 million in materials for our stock- 
piles — these amounts are not considered as offsetting a part of 
the cost. Moreover, disposal does bring some other benefits to the 
general public, such as some relief from poverty. 

There are many other types of spending to help farmers. The 
government, for example, spends over $300 million a year on 
agricultural research and educational programs. (Here certainly, is 
one explanation of a huge rise in farm productivity.) Benefits flow 
to the general public to such an extent that we should not, I believe, 
consider the outlays predominantly as subsidies for farmers. 

Another type of expensive aid to farmers has subsidy elements 
— and others as well. For more than a quarter of a century the 
government has given farmers money, leadership, and incentive 
to improve their land. The annual outlays are now about $400 
million. The money paid by the taxpayer creates an increase in 
wealth for the farmer. The increase belongs to him. Nevertheless, 
in some cases, he must agree to use the land, for the time-being, in 
ways which bring less income than he could get (or perhaps no 
income at all). He assumes costs in the form of sacrificed alter- 
natives. He gets an asset, land improvement, paid for by the tax- 
payer. (What benefit is there to the taxpayer? Presumably, he 
might be “forced” by political pressure to provide aids to farmers 
in other forms to keep prices from falling. In the long run his 
children may have less expensive food than if land were not 
conserved. ) 

If I were forced to make an estimate, I should put the “net’’ cost 
of farm subsidies somewhat under rather than over $3 billion a 
year. Reasonable men will differ on the amount. All must agree 
that the total is huge. It is, for example, twice as much as the 
revenue from our taxes on the transfer of property at death. 

An analysis of the effects of the subsidy program would require 
extensive discussion. Suffice it to say that the defects outweigh any 


5) Foreign textile producers can buy U.S. cotton more cheaply than American 
producers. The latter do not like such competition. On their exports, however, 
they receive compensating subsidies. 
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merits.°) Farmers benefit less than is often assumed. Complex 
regulations, for example, prevent many (most) farmers from 
operating in the ways which would be best for them. Unfortunately, 
even the most impartial and competent specialists do not agree on 
what would be the best steps to remedy a bad situation. There is 
even more disagreement among those with more direct interest. 
What really are the objectives? What would be the most efficient 
method of achieving them? 


SUBSIDIES FOR TRANSPORTATION. 


At various times in our history governments have used subsidies 
to help get transportation facilities. For example, gifts of land 
were made to encourage the building of canals and railroads.) 
Today transportation subsidies are still paid. The major effort now, 
however, involves government spending on facilities. 


| 


1. Highways and streets. 

The national government, the 50 states, and thousands of local 
governments spend nearly $11 billion a year on streets and high- 
ways. These outlays are not generally considered to be subsidies. 
They do, of course, benefit some individuals and businesses more 
than others. A large portion of the cost, but not all, is paid for by 
users in the form of (a) license fees and (b) motor fuel taxes. 
Some groups of users bear more than their appropriate share of the 
total cost. In effect, they subsidize others. Users of heavy trucks, 
for example, do not pay the full costs of the highway and bridge 


8) The restrictive measures reduce the quantities offered on the domestic market, 
Prices to consumers are higher. This extra price is not treated as a tax even 
though it results, indirectly, from use of the compulsory power of government. 
Nothing corresponding to it appears in figures of subsidies, And there is more 
to say. The national and state governments support many smaller groups of 
farmers in their efforts to reduce quantities sold on the market. The prices of 
numerous products, including milk and some fruits and vegetables, are higher as 
a result, Consumers pay more than they would if government did not use its 
influence. Should we consider such transfer from consumer to producer a form 
of subsidy? 

7) Huge amounts of land were given to some western railroads to provide 
incentives to build into unsettled areas. In return, the railroads were required to 
transport governmental property and employees at large discounts from normal © 
charges. By 1946 when the discounts were finally ended, the amounts the 
government had received in rate reductions, were much greater than the worth 
of the land even with all reasonable adjustments. 
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facilities they require. I reveal no secret, however, in reporting that 
the groups involved have yet to reach agreement on even the 
principles which can appropriately be used to yield a solution to the 
problem. 


2. Inland waterways. 

When we turn to inland waterways, we find a far clearer example 
of subsidies. In the last generation the government has spent nearly 
$ 8 billion on the development of rivers, harbors, and other inland 
waterways. Over 20,000 miles of navigable waterways are now 
used by more than 23,000 cargo vessels — without any charge. 
(The charging of tolls for use of the Panama Canal and the St. 
Lawrence Waterway is a striking exception to American practice.) 
The tremendous variety of projects must make generalization 
difficult. Usually a project involves more than transportation alone. 
Flood control and water power are often mixed in with transpor- 
tation objectives. Nevertheless, an extensive and expensive network 
of water transport facilities exists for the free use of business. The 
annual cost of maintenance and improvement approaches $400 
million; in addition, nearly as much is spent on flood control and 
other water development projects. 


3, Air transport. 

Air transport also receives subsidies. In the last 30 years the 
Federal government has spent almost $4.5 billion to encourage 
nonmilitary aviation. For many years aids were granted in the 
form of extra pay for carrying mail. At present the major domestic 
and international airlines receive no operating subsidies. Smaller 
domestic airlines, however, receive subsidies totalling about $70 
million a year. These lines serve relatively small cities. Much larger 
aids to air transport are not classed as subsidies. Yet to me they 
seem clearly to be subsidies. The national government has spent 
ver $500 million on airports. Moreover, control, safety, weather 
dvice, and other air navigation facilities are paid for to large extent 
yy the Federal government. The airlines and their customers con- 
tribute only part of the cost of the services they get. Measurement 
f the subsidy is difficult, of course. What costs should be assigned 
o civilian and what to military flying? There is broad agreement 
hat user charges should be increased. There is no great rush, 
owever, to work out the details of higher charges for use of 
overnmentally provided air facilities. The problem seems likely to 
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get more acute. The need for better facilities will grow faster, I 
predict, than taxpayer willingness to finance improvements. 


4. Ocean shipping. 

Wage rates in the United States tend to be higher than those 
elsewhere. When American producers must compete directly with 
those in other lands, there will be trouble if productivity differentials 
do not offset the wage differences. The generally logical solution 
is to concentrate on those things in which we have a comparative 
advantage. Ocean shipping, however, is an outstanding exception. 
Subsidies are provided to produce results which would be impossible 
in free markets. The major reason is to assist national defense. Two 
types of subsidies are clear. 

A. The Federal government pays the difference between the cost 
of constructing a ship in the U.S. and the estimated cost of con- 
structing it in a foreign shipyard. (The government also pays the 
cost of any special features included for national defense.) The 
amounts in recent years have averaged around $ 20 million, nearly 
50 per cent of total cost. This amount is hardly noticeable in the 
Federal budget. However, the total will rise greatly if Congress 
presses ahead on plans to modernize the U.S. merchant marine. 

B. Certain operators of ships which compete with those of other 
nations receive operating subsidies. The government pays the 
difference between the costs of American operators and the costs 
of foreign competitors. *) The system is complex. The annual subsidy 
is about $ 125 million. 

C. At least eleven other types of aid to shipping are provided 
by the national government — assistance in financing new con- 
struction, tax benefits, monopoly on coastwise trade and preference 
on government-financed cargoes, research, and others. Both the 
significance and the cost are obscure. 

The Coast Guard's aids to navigation, its search and rescue work, 
and a variety of other activities are made available without charge. 
So are lighthouses. All these provide general public benefits, as I 
understand that vague concept. Yet they also provide differing 
amounts of direct and indirect aid to business and some individuals. 


8) Most ship tonnage which is in effect owned by U.S. businesses operates 
under foreign registry. 


SUBSIDIES IN THE UNITED STATES 277 


SUBSIDY ELEMENTS IN PRICES AND RATES CHARGED 
BY GOVERNMENT. 


American governments engage in fewer business-type activities 
than is the case in most of Europe. Nevertheless, we have some 
examples — and some problems. 

The postal service fails to cover its costs — deficits averaging 
over $ 700 million a year recently and rising. Taxpayers, therefore, 
pay part of the costs of users of the postal service. What types of 
service involve losses? The answer to this question depends to some 
extent upon the cost accounting used. The regular mail — the 
ordinary first-class letter — more than pays for itself. So does 
airmail. Magazines and newspapers involve losses of over $300 
million a year. Advertising mail brings losses almost as large. In 
both cases, however, the industries insist that the quality of service 
they receive is so much inferior to that accorded first-class mail that 
the government's figures give a misleading impression. Mailing of 
packages also involves losses. And there are several relatively small 
services — such as very low rates on mail to the blind, maintenance 
of rural post offices, favored rates on books — which involve losses. 
Who, in fact, benefits from the subsidies? We sometimes hear that 
businesses, such as magazine publishers, get the subsidies. I suspect, 
however, that there is enough competition in this industry to force 
publishers to pass some (or most?) of the benefit to others — 
readers, advertisers, employees, I am by no means certain of the 
correct answer. 

A careful study of Federal finances would disclose numerous 
examples of charges or prices which are or may be below cost, 
including the costs of administration. I emphasize the existence of 
doubt. In recent years efforts have been made in many cases to 
raise the prices or rates charged towards cost. Involved are such 
things as rights to use government land, inspection and grading 
services, recreational facilities, irrigation and power and flood 
control, publications, hospital treatment, insurance for war veterans, 
space rented out in government buildings, etc. In relation to the 
budget the amounts of subsidy remaining are small. For some of 
the businesses or individuals involved, however, the benefits are 
very much worth fighting for. °) 


®) A valuable summary is R. L. Hubbell, Concealed Subsidies in the Federal 
Budget, National Tax Journal, Vol. X, No. 3, Sept. 1957, pp. 214—227. 
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GOVERNMENT PURCHASES. 


The prices paid by government have at times involved subsidy, 
openly and by intent. In other cases the results and the purposes 
have both been open to debate. When a government buys the huge 
amounts which ours does, the problem of pricing its purchases is 
highly important. And it is difficult when so much cannot possibly 
be procured on the basis of competitive bidding. 

During World War II and Korean hostilities, military equipment 
was sometimes priced at levels which involved subsidies (benefits 
to producers above those normally paid). Businesses were allowed 
to include as costs allowances for depreciation of new plant and 
equipment which were above actual depreciation and obsolescence. 
In effect the producers received full payment for facilities which had 
post-war value. A second, and far less clear case, was the permission 
to deduct more depreciation for tax purposes than may have been 
reasonably justified. Even since the ending of Korean hostilities, 
some mineral producers in computing taxes have received especially 
favorable treatment. I would not venture an estimate of the amount 
of subsidy now involved each year in military buying. Only with 
the passage of time could anyone learn the final results. Perhaps 
even more debatable is the worth of research paid for by government. 
Businesses do about $4 billions of research for government each 
year. Sometimes the individual firms gain not only full reimbursement 
of cost (plus normal profit) but also a substantial competitive 
advantage. Some extra cost of military procurement is incurred in 
favoring small business and depressed areas. 1°) 

Our government has purchased about $4.6 billion of strategic 
materials which have been stockpiled for use in case of emergency. 
In some cases the government has paid more than the market price. 
The result was a subsidy to producers, On occasion the decision to 
pay above the market price seems to have been not unrelated to the 
desire to win votes at election time. Yet there was also reason in 
the national interest — to preserve a domestic producing industry. 
The stockpile is now virtually complete. Any current purchase 
subsidy is small. The Atomic Energy Commission pays prices for 
uranium which include incentive subsidies for producers. 


10) In the past more than today extra costs were sometimes assumed in buying 
from two or more suppliers to maintain a broader mobilization base than if 
all current output were purchased from one, and the lowest cost, producer. 
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,Buy American” rules give United States producers a competitive 
advantage in selling to government. In a sense, certainly, there is a 
subsidy to domestic producers. The requirement that half of go- 
vernmental aid shipments use American ships is perhaps an example 
of government paying a price above that obtainable in free markets. 


SUBSIDIES FOR HOUSING. 


Our system of government aids for housing is a bit complex. 
Mixed with considerations for housing as such are also elements 
of aid to veterans and “urban renewal’’. Federal-state-local elements 
are interrelated. Even more confusing is the mixture of capital and 
operating finance. 

Only about 0.8 per cent of all dwelling units are governmentally 
owned, (During and after World War II the percentage was 
higher.) Virtually all of these units are owned by local governments 
even when some Federal assistance is received. 

The Federal government now spends about $400 million a year 
on a variety of aids to housing plus $200 million for university 
student housing. Yet these amounts are mostly for capital outlays 
which will be repaid. The same is true for much of the $ 250 million 
Federal outlay for community development and facilities. In the 
“public” (subsidized) housing programs, in general, the Federal 
government pays two-thirds of the subsidy element with the local 
government paying the rest. The local portion often consists of 
exemption from local taxes. Federal aid sometimes takes the form 
of paying the difference between (a) the worth of the land and 
existing buildings to be destroyed and (b) a figure which will make 
private construction and operation feasible. Because capital and 
operating outlays and receipts are mixed, an accurate estimate of 
annual subsidy is difficult to compute. Budget estimates of about 
$ 152 million net cost on some 470,000 housing units are presumably 
the best available. (Local subsidies and indirect financing aids would 
increase the total.) 

Another type of Federal aid to housing is even more difficult to 
evaluate. About 97 per cent of new housing units are built for 
private ownership without any apparent element of subsidy. Yet 
40 per cent are financed by loans which get some Federal aid. 
(1) Within certain limits the government guarantees private lenders 
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against loss on housing loans to war veterans. Annual net losses 
are only a few million dollars. (2) The government operates a system 
of insurance which protects private lenders against loss on housing 
loans. To date the premiums collected from borrowers have been 
more than adequate to pay all losses and operating expenses. 

Nevertheless, these two programs must cost the Federal 
Treausury something. Federal guarantee or insurance gives a 
housing loan much of the quality of a Treasury bond. Over $56 
billion of these loans are now outstanding. They actively compete 
with Treasury offerings. This competition increases the cost of 
Treasury borrowing. Even when there is no budget deficit, the 
Treasury must borrow huge sums to repay debt which is falling 
due. Consequently, the Treasury has not been insulated from the 
competition of Federally insured mortgages. The total Federal debt 
is now about $ 285 billion. If the extra cost of borrowing averages 
only one-eighth of one percentage point a year, the total annual cost 
is over $ 350 million. I have no idea whether this figure approximates 
the one which is accurate. 1) 


SUBSIDIZED LENDING. 


The. Federal government is a large lender. Ordinarily the interest 
it charges is less than the borrower would pay otherwise. He 
benefits, of course. But does the Treasury suffer? The point made 
in the last section also applies but is generally ignored. Concern 


11) Subsidies for housing seem to me to offer less hope for achieving their 
objectives than is usually assumed, The supply of some of the factors of production 
is inelastic. Land is obviously one case. To a limited extent the same is true of 
some building materials such as speciality items protected by patents and those 
with high costs of transportation. Even more important in the United States is the 
fact that in localities containing most of the country’s population, labor unions 
are strongly organized. They have power to get wage rates above those which 
would prevail in free markets. Consequently, if total demand for housing rises, 
the effects to considerable extent may be felt in higher costs, Not all the results 
will appear in higher quantity or quality. For example, since 1945 the wholesale 
prices of building materials have risen 117 per cent compared with a rise of 80 
per cent for all commodities. Wage rates in construction have risen 130 per cent 
compared with 120 per cent in manufacturing. These differential effects result 
from many factors. Yet housing aids may have played a part. To the extent that 
they have, the total effects in achieving the desired results are less than a super- 
ficial glance may indicate. 
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does sometimes arise, however. Does the government receive as 
much as the Treasury pays to borrow money? 

The Treasury borrows at many different rates of interest. 
Market conditions at the time of the borrowing and the duration 
of the loan obviously influence interest rates paid. At some times 
the debt outstanding bears interest rates that range widely. A ratio 
of 2 to 1 is common, and ranges of more than 3 to 1 can be found. 
There are other complications. One of the more confusing is that 
in some years the funds for lending have come from tax receipts. 

The total of Federal loans to others (ignoring certain foreign 
loans for post-war reconstruction) is about $26 billion. The 
Treasury has been trying to charge “compensatory” rates. In some 
cases, however, the law sets limits. One outstanding example is a 
large program for providing electric and telephone facilities in rural 
areas. Borrowers pay 2 per cent on long-term loans. This rate is 
less than 40 per cent of some Treasury borrowings and only two- 
thirds of the average. #) This program, incidentally, illustrates two 
points. (1) A rate which is reasonable when the arrangements are 
originally made can get badly out of date as conditions change. 
(2) A program set up to meet one type of need may continue long 
after any element of urgency has passed. ") 

In deciding whether or not there is a subsidy element in a 
governmental loan to a private individual or group, the minimum 
which should be used in computing cost to the government seems 
to me to be the marginal rate of interest being paid by the Treasury. 
When the Treasury borrows to lend to others, the addition to its 
demand for loanable funds requires it to pay higher rates of interest. 
(I assume that supply is not completely elastic.) The cost of 
marginal borrowings will be higher than the average cost. Moreover, 
the cost of other borrowings will reflect this difference. Of course, 

the marginal concept is not so easily applied as I may seem to imply. 


12) For a discussion of the issues see A. H. Diamond, Interest Rates for 
Government Lending Programs, National Fax Journal, Vol. XIII, No. 4, 
December 1960, pp. 320—328. 

13) When the Rural Electrification Adminisi-ation was established in 1935, 
only about 11 per cent of U.S. farms had electric’‘ty. For nearly a decade now, 
however, virtually all farms have been electrified. Yet proposed expenditures for 
* 1962 are the highest ever. Why? Inflation offers only a part of the explanation. 
The chief reason is that farms need more electric power to support increased 
mechanization and higher levels of consumption. Are su~h needs appropriately 
subsidized? 
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And when tax receipts are used for lending, the appropriate cost 
figure is a good deal more open to debate. 


CONCLUDING COMMENT. 


This paper must have an end even though the subject does not. 
May I, however, refer briefly to 5 more points? 

1. Tax exemptions are more important than anything I have 
mentioned, at least in affecting the allocation of resources and the 
relative position of individuals and businesses. At all levels of 
government there are tax exemptions of great importance. Religious, 
artistic, scientific, educational, cultural, philanthropic, and other 
such agencies and activities are not only free from most taxes. They 
also benefit greatly because gifts and bequests to them can generally 
be deducted in computing personal and corporation income taxes 
and death taxes. As the rates of these taxes have risen, this 
deductibility feature has gained high significance. 

2. Some ‘‘normal” spending of governments is on occasion con- 
sidered by some people to provide subsidies. An example frequently 
cited is a variety of benefits to war veterans for non-service con- 
nected disabilities. 

3. States and localities provide some subsidies. There is currently 
great activity in trying to attract new business. Generally, however, 
state constitutions prohibit or narrowly limit the use of state or 
local funds for private purposes. 

4. Do we “subsidize” exports by tax exemption? Compared with 
most governments, our national government makes relatively little 
use of commodity, sales, turnover, and similar taxes. Those at the 
state and local level are generally imposed at the time of sale to 
the consumer. Exports, of course, are not subject to state-local 
consumer taxes. The Federal tax on the item, if there is such a tax, 
is not applied to exports. Our Constitution prohibits a tax on 
exports. However, taxes on the producer’s income and property 
which may be included in the price are not removed in the case of 
exports. The same applies to sales taxes which may have been paid 
earlier in the production process. 

5. Economic analysis has revealed that the payment of subsidies 
can, in principle, improve welfare by reducing unit costs in industries 
producing under conditions of declining unit cost. I wish that I could 
report progress of this sort in the United States. Our economists 
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are well aware of the possibilities. Let us hope that there will be 
progress. But we should not hold our breath waiting for it. 

American economists tend to be critical of governmental subsidies 
and, increasingly, of the special exemptions granted by taxes. I join 
the great majority of my professional colleagues in this respect. 
Among us, of course, there is considerable disagreement on details. 
Yet important points would receive wide support. We need more 
facts — about amounts, about intentions, about results. We need 
more analysis. What are the objectives, the costs, the alternatives? 
Economists cannot provide all the answer. Yet the answer the 
public needs cannot be formulated without skillful use of the tools 
of economic analysis. 


: 
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LES SUBVENTIONS AUX ETATS-UNIS 
par C. LOWELL HARISS 


RESUME 


Le terme ,,subvention” n'a pas d'emploi généralisé aux Etats- 
Unis. Les rapports financiers officiels font rarement mention de ce 
terme pour désigner ce que la plupart des économistes considére- 
raient comme une subvention. En outre, plutét que de recevoir| 
directement de l’argent du gouvernement, on préfére en bénéficier 
sous d'autres formes. 

Les plus importants versements généralement considérés comme 
subventions sont ceux attribués aux fermiers, Le montant annuel 
net est extrémement difficile 4 évaluer, mais il est voisin de 3 mil- 
liards de dollars. (De plus, le consommateur paye plus pour la) 
production agricole que si le produit des taxes n’était pas utilisé pour| 
élever les prix et réduire les ventes agricoles.) Le systéme d'aide) 
aux fermiers, trés cofiteux, est généralement critiqué. Il représente| 
la continuation des méthodes adoptées en temps de dépression et! 
de guerre. 

Les subventions du gouvernement fédéral aux transports sont 
également difficiles 4 mesurer. Bien que le réseau d’autoroutes soit 
financiérement autonome, certaines catégories d’usagers en tirent 
sans doute des bénéfices supérieurs 4 ce que représente ce quils 
payent. Un réseau de canaux navigables de 32000 kms., cofitant 
400 millions de dollars par an, est mis gratuitement. la dispositio 
des utilisateurs. Le transport aérien bénéficie de subventions directe 
et indirectes; les principales compagnies aériennes ne recoivent pa 
de subvention d’exploitation, mais les petites compagnies intérieure 
y ont droit; en outre, les aérodromes et de nombreuses aides a | 
navigation aérienne sont fournis, 4 des degrés différents, aux frai 
du contribuable. Le Trésor subventionne la navigation maritime e 
payant, dans certains cas, a) la différence entre le prix de con 
struction d’un navire aux Etats-Unis et a l’étranger, b) la différenc 
entre les cofits d’exploitation américains et ceux des concurrent 
étrangers. 

Les prix de certains services publics, fixés au-dessous de leu 
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cofit, en particulier dans le systéme postal, ont une valeur de sub- 
vention. Le déficit, supérieur 4 700 millions de dollars par an, peut 
difficilement étre attribué a certains types de courrier, mais il est 
généralement admis que les revues et la publicité sont transportées a 
des prix nettement inférieurs au cofit du transport. Dans ses achats 
d’équipement militaire et de matériel stratégique pour notre arsenal 
de défense, le gouvernement fédéral a parfois payé des prix qui 
constituaient des subventions, quelquefois ouvertement, quelquefois 
moins clairement, et peut-étre dans certains cas par accident. Le 
montant échappe 4 toute évaluation, mais le chiffre annuel ne 
représente probablement qu'une infime fraction des sommes gigan- 
tesques consacrées aux achats militaires. 

Les subventions au logement se composent de versements annuels 
de quelque 152 millions de dollars pour couvrir les frais d’exploitation 
des logements publics, plus l'aide au financement. Celle-ci comporte 
l'aide en capitaux et l'aide indirecte (utilisation des crédits officiels 
pour aider constructeurs et propriétaires privés 4 emprunter 4 des 
conditions plus favorables que celles offertes par les marchés libres). 
Dans d'autres cas, pour l'électrification des fermes, par exemple, le 
Trésor préte (directement ou indirectement) a des taux d’interét 
qui conférent 4 ces préts un caractére de subvention. 

L’auteur est d’avis que la plupart des économistes américains 
seraient d’accord pour critiquer le systéme des subventions dans 
son principe. Ce systéme, semble-t'il, est loin de représenter le moyen 
le plus rationel de faire progresser l'interét public. 


VARIABLE DEPRECIATION ALLOWANCES AS A MEANS 
OF STABILIZING BUSINESS INVESTMENT 


by S. KANESATHASAN * 
Colombo 


INTRODUCTION. 


Variable depreciation allowances have been used in recent years, © 
either intermittently as in Canada and the U.K., or more regularly 
as in Sweden, as a means of stabilizing business fixed investment. 
In general, the scheme requires that these allowances are increased 
in business downswings and reduced in upswings, in respect of 
new investment. The Swedish variation consists of the building 
up of tax free investment reserves during periods of high investment 
for use for capital expenditure with official approval, during periods | 
when business is slack; the investment so financed is not entitled to _ 
depreciation write offs. In addition, in Sweden, a system of flexible | 
depreciation allowances whereby firms are allowed to choose the 
extent of each year's write off within wide limits, and a variable tax 
on investments (equivalent to a negative investment allowance) to 
curb investment in booms, have been supplementary features of 
the scheme. 

This paper analyses the theoretical aspects of a scheme of variable 
depreciation allowances and the corporate tax features (e.g., carry 
forward or carry back of losses, cyclical variability of corporate tax 
rates, graduated tax rates) that affect this scheme’s effectiveness — 
in encouraging or discouraging business investment in the appro- 
priate periods. The analysis is conducted in terms of the scheme’s — 
direct impact on the investment decisions of the individual firm, 
assuming that the general market demand situation as well as prices 


* The author is Assistant-Director of Economic Research in the Central Bank of — 
Ceylon. The major part of this paper was written whilst the author was on the | 
staff of the International Monetary Fund, Washington D.C. He gratefully 
acknowledges the help of Mr. Richard Goode of the Brookings Institution, 
Washington D.C., and of Mr. William H. White of the I.M.F., neither of whom 
are, however, responsible for any short-comings of the paper. 
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by and large remain unaffected by the change in depreciation or 
investment allowances. ') 

There has been extensive discussion in the past of the use of 
accelerated amortization to neutralize the disincentive effect of 
“capital erosion’ resulting from the inflationary rise in prices of 
capital goods, and also to act as an incentive to the long run 


_ promotion of investment.?) The main interest of this paper, how- 


ever, is to study the use of short-run variations in the rate of 
amortization of capital for tax purposes, for the purpose of reducing 
cyclical fluctuations in business investment by influencing the 
amount as well as the timing of such investment. The discussion is 
based on the premise that even under “normal’’ conditions, pro- 
visions for accelerated amortization (i.e, quicker write off than on 
the basic of the “economic life’’ of the asset) would obtain *) with 
the rate of amortization on new investment being reduced during 


1) Since the change in depreciation applies only to new investment, it is 
reasonable to assume that prices of the firm's products will not be affected. 

2) See in particular: Domar, Case for accelerated depreciation, Quarterly Journal 
of Economics, 1953; Goode, Accelerated depreciation allowances as a stimulus to 
investment, Q.J.E., May 1955; Cary Brown in Taxation and Investment Incentives 
in Income, Employment and Public Policy, Essays in honour of Alvin Hansen; 
J. Black, Investment allowances, initial allowances and cheap loans as means of 
encouraging investment, Review of Economic Studies, October 1959; Final Report 
(1955) of the U.K. Royal Commission on The Taxation’ of Profits and Income — 
chapter on “Initial and investment allowances’; U.S. Congressional Joint Com- 
mittee on the Economic Report — Papers submitted by panelists on Federal 
Tax Policy and Economic Growth and Stability (1955); Depreciation and Taxes, 
Tax Institute, Princeton (1959). 

In some of the above there were passing references, unenthusiastic on the 


_ whole, to the use of variable depreciation as an anti-cyclical measure. One 


' exception was J. P. Shelton’s A tax incentive for stabilising business investment, 


National Tax Journal, September 1956. Shelton’s scheme is a variant of the 
Swedish scheme of investment reserves. 

3) The need for liberalization of depreciation is now generally accepted. This 
point is most explicitly made in the Report of the U.K. Commission on Taxation 
(1955). The Commission recognized that “the problem of the trader is a for- 
midable one when he has to meet at the same time high taxation on his profits 
and a greatly increased cost of replacement, and therefore some measure of 
alleviating. the weight of taxation of business profits is to be looked upon as a 


- normal incident in the tax code. Our assumption is that one or other of those 


allowances (i. initiat or investment allowances) will be available to the trader 


’ as a matter of general policy”. 


“We cannot, however, assume that either will be available always or at any 
particular rate.” — (See para. 372.) 


288 VARIABLE DEPRECIATION ALLOWANCES AS A 


the upward: phase and increased during the downward phase of 
the business cycle. As an alternative, the Swedish scheme of tax 
free investment reserves is compared leading to the conclusion that 
it is the preferable of the two. Since the main interest is stabilization 
of the over-all level of business capital expenditure no reference is 
made to the use of differentiated depreciation rates for different 
types of investment and its implications. 

This paper also considers briefly the potential practical impact 
of the scheme on investment, on the basis of some studies of 
investment decision making. The attempt, however, covers only 
some of the broader conclusions of the studies, which are referred 
to in the course of the paper. Such studies as are covered here are | 
almost entirely limited to the U.S. In addition they seldom analyse 
the factors influencing investment decisions explicitly in the cyclical _ 
context, with which we are primarily concerned here. 


VARIABLE DEPRECIATION ALLOWANCES AND 
CORPORATE INVESTMENT. 


A change in the rate of write off of an asset influences prin-— 
cipally the timing of the tax liability of the firm which acquires it. 
Accelerated depreciation has the effect of postponing tax payments — 
and deferred depreciation has the effect of advancing the tax 
liability. Under certain conditions, however, not only the timing of 
the firm's tax liability but even its amount may be affected. One 
such example would be that of a firm with a single large asset which 
it periodically replaces. If the income from this asset were to show 
a declining pattern, with high yields in the early years and either 
low yields or losses in the later years, unless adequate carry back 
of losses is allowed, accelerated depreciation would obviously be 
helpful to the firm in reducing its total tax burden over the life of 
the asset. Secondly, to take a more realistic example of an expanding 
firm which acquires a constant stream of new assets eligible for the | 
increased depreciation, accelerated depreciation can result in a post- 
ponement of the tax liability indefinitely, i.e. until the firm ceases 
operation, or until the accelerated depreciation is withdrawn. The 
depreciation credits from the new assets acquired in each of the 
following tax periods help prevent the deferred tax liability from 
previous years from maturing. If, however, either the rate of 
acquisition of new depreciable assets declines or the accelerated 
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depreciation is reduced or withdrawn, the flow of new depreciation 
credits will be insufficient to prevent a part or whole, of the deferred 
tax liability from previous years from maturing. Thirdly, a change 
in the tax rate can affect the firm’s tax liability. Thus, for example, 
if the current tax rate is 50 per cent, the current gain in liquidity 
by the firm by way of deferred tax is equal to 50 per cent of the 
increased depreciation charges. If the tax rate is then raised to 
60 per cent, at the time the deferred tax matures, it would amount 
to 60 per cent of the original increased depreciation, thereby in- 
creasing the tax liability of the firm over time. If, on the other 
hand, the tax rate is reduced in the future, the firm would have 
gained a reduction in its tax liability, by using the accelerated 
depreciation in the current period. 

As mentioned earlier, it is assumed here that a scheme of variable 
depreciation is superimposed on another providing for accelerated 
depreciation as a normal tax provision. In other words, even in 
‘normal’ conditions, larger depreciation allowances than on the 
basis of its economic life span would apply. The variation up and 
down during the business cycle would then represent changes from 
this ‘normal’ rate, in order to produce the desired incentive or 
disincentive effect on investment. Two of the main criticisms often 
made of a permanently accelerated depreciation have been that 
(a) it may aggravate cyclical fluctuations and (b) it could cause 
a heavy drain on revenue. The destabilizing effect arises from the 
fact that the incentive effect of the accelerated depreciation is likely 
to be felt more during upswings when other conditions are favour- 
able, rather than in downswings and thereby revenue is likely to 
be lowered in booms and increased in recessions. During the 
upswing, when even normally investment would be high, the 
incentive to take advantage of the accelerated depreciation through 
new investment would also be high on account of the high profits 
and tax rates, particularly if they are progressive. These would 
therefore enlarge the depreciation credits and thereby tend to lower 
tax revenue during upswings. During downswings, on the other 
hand, investment is normally lower and the incentive effect of 
accelerated depreciation is also likely to be little, due to the lower 
profits and tax rates. Not only will the amount of depreciation 
credits accruing from new investments be low, the depreciation 
allowances in respect of existing assets will also be low, due to 
accelerated depreciation during the previous years. Thus tax 
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revenue is likely to be higher than if there was no accelerated 
depreciation. 

In contrast, the second criticism regarding the heavy drain on 
tax revenue resulting from accelerated depreciation is made on 
an assumed stable rate of capital formation. *) On this assumption, 
the deferred taxation on new assets becomes a continuous tax credit 
which is progressively increasing in amount. Even if this as- 
sumption is dropped and a cyclical movement in the acquisition of 
new depreciable assets is assumed, one could argue that a permanent 
tax credit is given on new investments up to their minimum level 
which applies throughout the cycle, and that other temporary tax 
credits are given to new investments over this amount during 
upswings and withdrawn during the downswing. This would tend 
to reduce the average loss of revenue from the accelerated depre- 
ciation but would still leave its destablizing impact on revenue to 
remain. 

A contracyclical variation in depreciation will, on the other hand, 
tend to average the level of annual depreciation credits over the 
whole cycle, hypothetically at a level approximately equal to the 
annual depreciation credits which would have accrued if the invest- 
ment had been averaged over the whole cycle, and the average rate 
(i.e. the permanently accelerated rate) of depreciation had prevailed. 
If the tax rate had remained constant, the revenue loss would then 
be approximately the same as in the case of a permanently 
accelerated depreciation with a constant level of capital formation. 
However, the destabilizing effect on investment and on revenue 
(i.e. tending to reduce it in upswings and to increase in downswings) 
of permanently accelerated depreciation would be eliminated. 
Variable depreciation would by itself offer an incentive to invest 
in recessions and offer a disincentive to invest in upswings. It will 
also increase the normal built-in contracyclical variability of cor- 
porate taxation by tending to raise depreciation credits in recessions, 
and to reduce them in upswings, compared to what they would be 
under conditions of permanently accelerated depreciation. The 
likely additional contracyclical variability in tax revenue would, of 
course, be still higher if there were graduated corporate tax rates. 

A change in the depreciation provisions and thereby in the timing 


4) Domar, Q. J. E., 1953, and Cary Brown, Weakness of accelerated depreci- 
ation as an investment stimulus in Federal Tax Policy for Economic Growth 
(1955) — Papers submitted by Panelists. 
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of the amount of the firm’s tax liability could affect the firm's 
decision to acquire a new asset in three ways. An increase in 
depreciation allowances, and the consequent tax deferment, whether 
temporary or permanent, will firstly add to the firm’s liquid 
resources currently available for investment. The liquidity gain 
would be in respect of all new investment, including investment which 
would have occurred even without the increased depreciation. 
Where the new liquidity arising as a result of the latter kind of 
investment is expended on financing additional new investment, 
then the purpose of the increased depreciation is completely 
achieved. In practice, however, only a part of it is likely to be spent 
on additional investment, the rest being used for a variety of other 
purposes, including addition to idle cash.*) Where the availability 
of liquid funds, particularly internal funds, is an important restraint 
on investment the additional liquidity provided through increased 
depreciation is more likely to be directed towards expanded invest- 
ment. The liquidity gain from a given amount of depreciation will 
be higher, the higher the rate of tax. Therefore, with the present 
high rates of corporate tax, the liquidity gain can be considerable. 
Secondly, this gain in liquidity increases the profitability of the 
new investments financed with it. Where the liquidity gain is 
temporary, it being interest free, profitability would be increased 
by the imputed interest rate saving on it. This interest saving would 
obviously be the greater the higher the subjective interest rate 
applied and the longer the time interval before the deferred tax 
becomes due for repayment, i.e., the longer the normal economic 
life of the asset.*) Where the gain in liquidity is permanent, pro- 

5) As noted earlier, in the case of a growing firm with a continuing stream of 
new investments, the liquidity gain can be of a permanent nature. It has been 
argued often that the consequent loss to revenue is too excessive in relation to 
whatever marginal new investment is produced by accelerated depreciation, Cary 
Brown has, therefore, suggested “allowing a tax credit or additional deduction 
only on the excess of expenditure on plant and equipment over (normal) depreci- 
ation expenses. Thus one can eliminate extra depreciation on assets that would 
have been purchased anyway, that represented replacements, or that imposed no 
cash outlays on the firm in excess of the additions to depreciation in that year. 
Yet, on extra investment, the same stimulus -would be present as under the 
existing basis” — Purposes and functions of depreciation under the income tax, 
in Depreciation and Taxes — Tax Institute, Princeton (1959). 

6) See: J. Black, Investment allowances, initial allowances and cheap loans 
as means of encouraging investment, in Review of Economic Studies, October 
1959, 
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fitability is increased by an equal amount, resembling the gain from 
an outright investment subsidy. Thirdly, the quicker write off of 
the new assets permits a more rapid recovery of the capital cost of 
the asset, thereby reducing the risk attached to the new investment. 
In particular situations, one or more of these three factors may 
prove crucial in influencing the firm’s decision whether or not to 
undertake a new investment. How significant these effects are 
would depend on a number of factors. The most important of these 
are (a) the adequacy of gross income to absorb the depreciation 
credits (b) the tax provisions for carry over of losses (c) the firm’s 
expectations regarding future tax rates, interest rates, changes in 
the depreciation provisions themselves, and prospects regarding its 
own long term growth (d) the firm’s investment planning pro- 
cedures, and especially the importance which it attaches to the 
availability of internal finance and to current market conditions in 
making its “investment decision’ and (e) the timing and the form 
of the depreciation changes. 

The significance of al] these factors will need to be discussed 
here basically in the context, not of a long-term accelerated de- 
preciation, but of short-run anticyclical changes in depreciation. 


VARIABLE DEPRECIATION, CORPORATE LIQUIDITY 
AND INVESTMENT. 


It is obvious that the liquidity benefit from increased depreciation 
in recessions will become effective only when there are sufficient 
gross operating profits to absorb it. When the gross income is not 
adequate, a net loss will result and since a tax subsidy is not paid 
on such losses, the part of the depreciation not covered by the operat- 
ing income does not produce a current benefit. However, if there are 
adequate tax provisions for averaging of taxable income through loss 
set off against future and past income, this part of the depreciation 
may not be wasted. If the losses can be set off against future profits, 
the tax credit from the depreciation becomes available only at that 
future time. On the other hand, if the losses can be set off against 
past profits, a tax refund is receivable in the same period as the 
losses are incurred. Since it is plausible to expect that gross profits 
will vary along with cyclical movements in market demand, a 
contracyclical variation in depreciation will therefore be helped 
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in its objective by a scheme of carry back losses. During a recession 
when gross profits are low, an increase in depreciation charges may 
create losses which can be set off against previous profits. If the 
tax refunds are paid without delay, the firm's liquidity will be 
increased during the recession itself, thereby enhancing further the 
anticyclical variation in tax revenue. A carry forward of losses, on 
the other hand, will have the perverse effect of increasing firm's 
liquidity during booms, thereby reducing the anticyclical variation 
in tax revenue produced by the anticyclical movements in depre- 
ciation allowances. 7) 

The variability in corporate tax revenue resulting from contra- 
cyclical variations in depreciation along with loss carry-back pro- 
visions will produce in practice an anticyclical impact on the 
economy only where the concurrent changes in the business sector's 
liquidity enlarges or reduces either its direct investment expenditures. 
or its dividend payments which in turn affect personal expenditures. 
The potentially stabilizing impact on business investment will be 
significant where corporate liquidity, particularly internal funds, 
is a basic determinant of business investment. If internal funds 
derived from retained profits and depreciation credits are a prime 
determinant of business investment, with retained profits fluctuating 
significantly, it stands to reason that an anticyclical variability in 
depreciation credits will produce a stabilizing impact on investment. 
The potential stabilizing impact of variable depreciation on in- 
vestment will be enhanced if business men, (a) come to regard such 
changes in depreciation as a normal pattern and allow for them in 
their investment planning and decisions, and (b) are assured that 
contracyclical variations in corporate taxes will not be resorted to. 
Then, during a recession, the knowledge that accelerated depre- 
ciation is temporary may operate more effectively as an incentive 
to undertake investments which otherwise may have been postponed 
until market conditions recovered; and during booms, on the other 
hand, the knowledge that the removal of accelerated depreciation 


} 


7) Two arguments are usually offered against a carry back of losses; that its 

dministration is difficult and that it favours the older and established firms over 

+ new ones. It may be worth considering whether the administrative problems could 

not be reduced by offering an unlimited carry back of only unexhausted 

depreciation allowances and not all losses. U.K. Tax Commission recommended 

the indefinite carry forward of unexhausted depreciation but not losses generally. 
(See para. 506 of Final Report.) 
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is temporary will help to dampen the urge to invest. Cyclical changes 
in tax rates, in contrast, will produce the opposite reaction amongst 
businessmen. Thus their expectations of an increase in tax rates 
during the ensuing recovery will reduce or offset the benefits the 
increased depreciation offer during the recession. Therefore, con- 
fidence amongst businessmen that tax rates will not be raised in the 
future will be an important factor governing the response of 
businessmen, In fact, since variable depreciation with loss carry- 
back will induce a contracyclical variability in corporate tax receipts 
like changes in tax rates, the need for the latter is to that extent 
reduced. 

Although the adequacy of profits, the carry-back of losses, and 
the acceptance by businessmen of variable depreciation without a 
contracyclical change in corporate tax rates are relevant consider- 
ations governing the investment response to variable depreciation 
allowances, the most important factor governing the investment 
response will be the role of internal liquidity as a determinant of 
corporate investment. The investor’s response will also depend on 
a number of other factors, particularly the influence of short-term 
and long-term market considerations affecting the businessmen’s 
evaluation of the profitability of each investment, the adequacy of 
existing capacity, the criteria which they apply in capital budgeting 
and finally the flexibility of their investment programmes. 

The most significant single fact in this context is, therefore, the 
growing importance of internal finance, particularly depreciation 
allowances, in relation to corporate investment in a number of 
countries. This fact, along with the aversion of external financing 
noted by a number of observers, should make availability of internal 
finance an important determinant of corporate investment. It has in 
fact been noted that for the U.S., for example, “the most outstanding 
aspect of the direct inquiries is their virtual unanimity in finding that 
internal liquidity considerations and a strong preference for internal 
finance are prime factors in determining the volume of invest- 
ment” .*) This is a favourable setting for influencing investment 


University Studies (1957), p. 17. 

The preference for internal finance and the aversion to external financing 
among ULS. corporations is emphasized also by Jacoby and Weston in “Financial 
policies for regularizing business investment” included in the- Regularization of 
Business Investment, published by the National Bureau of Economic Research. 


8) Meyer and Kuh, The Investment Decision — An Empirical Study. mn 
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by influencing corporate liquidity. It does not, however, mean that 
the additional liquidity will automatically be spent on investment, 
especially during a recession. In fact, an oft quoted study revealed 
that between 1919 and 1943, U.S. corporations tended, during 
cyclical downswings, to liquidate some of their assets in order to 
support their dividend payments to redeem debt and even to increase 
their idle cash balances.*) With the postwar cyclical downswings 
considerably milder than pre-war, the chances of this occuring, 
however, are considerably less. As shown in Statement (I), for the 
corporate sector as a whole there has been no net corporate dis- 
investment, negative retained profits or negative long-term external 
financing during the post-war recessions in U.S. and ULK., 
although they have all tended to decline and corporate cash balance 
(including deposits) have tended to rise and short-term liabilities 
have tended to be reduced in recessions. 

Statement (I) reveals clearly the steady growth of depreciation 
allowances as a source of corporate finance. The data also reveal 
three inter-related features of the financing of corporate finances, 
which establish a prima facie case that depreciation allowances 
would tend to become more important in recessions as a source of 
investment funds and as a determinant of investment. These 
features 1°) are: (a) the greater reluctance of firms to borrow exter- 
nally during recessions while at the same time desiring to add to 
their liquid balances as a precautionary measure; (b) the tendency 
for retained profits, the only source of internal finance other than 
depreciation, to fluctuate cyclically, and (c) the tendency for “‘repla- 
cement expenditure” which is likely to be closely related to 
depreciation, to become a more important component of total capital 
expenditure during recessions. The global data for corporations 
given in the Statement I, however, do not provide direct support to 


®) S. P. Dabrovolsky, Corporate Income Retention, — ‘1915—43' and F. A. 
Lutz, Corporate Cash Balances 1914—42 — both as quoted by Jacoby and 
Weston in Financial policies for regularizing business investment. 

10) (a) and (b) are noted also by Herman L. Liebling in Financing Business 
in Recession and Expansion — U.S. Survey of Current Business — October 1958. 

Liebling also explains the continued growth of corporate depreciation allow- 
ances in the ULS., in terms of the rapid growth in the asset base, and also “a step 
up in average depreciation rates, partly associated with statutory changes and 
partly the result of the greater proportion of equipment relative to plant facilities 
in the capital base”. 
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the expectation that depreciation credits expressed as a percentage 
of fixed investments, increased in recessions and decline in upswings. 
This is due in large measure to the fact that the movements in 
depreciation credits have been significantly influenced by periodic 
changes in the depreciation write off provisions and also by the 
rate at which new liberalized depreciation have come to be adopted 
by firms. 

Empirical evidence of the greater importance attached to depre~ 
ciation in individual investment decisions in recessions is, however, 
offered by Meyer and Kuh in their study of the investments under- 
taken by a sample of U.S. corporations during the years 1946 to 
1950 inclusive. They found that the “relationship between in- 
vestment and depreciation expense is countercyclical, being signi- 
ficant in economic situations of stability or deceleration and insigni- 
ficant under converse conditions’.'1) From this they drew the 
conclusion that, ‘‘to a limited extent at least, deflationary or incipient 
stagnation can be combatted by grants of accelerated amortization”. 

On the other hand, during upswings, although internal finance 
is less important as a determinant of investments than during re- 
cessions, it is still important enough for a reduction in depreciation 
to have a retarding impact on investments. This impact would be 
enhanced where it is accompanied by other measures to curtail the 
availability of external finance, and the growth in effective demand 
for the firm’s products. 


CORPORATE INVESTMENT AND OTHER 
INVESTMENT CRITERIA. 


The observed tendency shown in Statement II for replacement 
expenditures to fluctuate anticyclically as a percentage of total 
investment is of particular significance to the use of variable de- 


11) Meyer and Kuh, The Investment Decision — An Empirical Study. Harvard 
Economic Studies (1957) — p. 115. This study paid particular attention to the 
cyclical importance of the different factors affecting investment. A supplementary 
conclusion of interest was that while “liquidity flow variables” viz., profits and 
depreciation provided the best explanation of investment in stable or deflationary 
years, “capacity formulation of the accelerator provided a reasonably good 
explanation of investment during inflationary periods” (p. 134). 
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preciation. During recessions, when there is likely to be excess 
capacity, there will be little inclination for firms to expand their 
plant and equipment. On the other hand, during inflationary phases 
when existing capacity is likely to be strained, firms will prefer to 
concentrate on expanding their capacity rather than on replacements 
which might interfere with their current production. Replacement 


-and modernization expenditure is also the most flexible element of 


investment expenditure, as regards its timing. Generally, it can be 
postponed a little, especially when such postponement is from an 
inflationary period to a later period, which postponement being even 
normally to their advantage, is made more attractive through the 
offer of increased depreciation in recessions, with the certain know- 
ledge that it would be reduced in the upswing. Moreover, when the 
scheme of accelerated depreciation, even with anticyclical variations, 
has been in force for a period, a proportion of the firm’s assets 
would have been written off before their normal economic life is 
over. Once an asset has been so written off, the firm will have a 
freer hand in replacing it at any time that seems advantageous. 
Another factor which adds to the flexibility of replacement and 
modernisation expenditure is the fact that unlike in the case of 
expenditure on expansion, no elaborate forecasting of market 
demand or advance capital budgeting is needed for it. 1”) 

It is quite different in the case of the investment which, expands 
productive capacity. Before a firm undertakes an investment of this 
kind, of any important magnitude, it will generally make com- 
parative estimates of the potential gross returns after taxes (but 
before depreciation) on the basis of the projected demand for its 
products and of the cost of the project. This is a measure of the 
potential rate of recovery of the capital invested in the new 
asset and consists of the net profits after taxation plus the depre- 
ciation allowance. Thus, for example, given an estimated gross profit 
of 100 units before tax and depreciation, a tax rate of 50 per cent 
and an expected depreciation credit of 30 units, the total estimated 


12) Eisner, Determinants of Capital Expenditure, p. 19. At the same time 


' Eisner was conscious of the overlapping nature of the two categories of capital 
_ expenditure and also felt (p. 25) that “despite evidence of rules of thumb which 


tend to allow expenditures of depreciation allowances for “replacement”’ it is not 
clear that high depreciation charges can be relied upon to maintain a high level 
of replacement expenditure”. 
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recovery of capital in that year will be 65 units, made up of net 
profits (35) and depreciation (30). The estimated time period 
needed to recover the entire capital cost on this basis is the so-called _ 
“pay off period” which reportedly is widely used in the U.S. as a 
criterion of the worthwhileness of an investment project. *) Taking 
the gross profits as given, the pay off period can be influenced 
either by a change in the tax rates or a change in the depreciation. 
However, it may well happen that the magnitude of the tax change 
needed to produce the required magnitude in the rate of recovery | 
of capital may be impossibly large, leaving only the depreciation 
approach as a practicable step. 

In general, the projections of market demand may not go far into 
the future and capital expenditure plans based on them go even 
less into the future. 4) The short planning horizon exaggerates the 
importance of short run fluctuations in market demand and thereby 
tends to aggravate the cyclical fluctuations in investment. The short 
planning horizon, where it falls short of the economic life of the 
asset, also underestimates the cumulative gross profits which the 
investments will produce. 


A low planning horizon means an even lower pay off period. The 


18) See: Joel Dean, Control of Capital Expenditure; Eisner, Determinants of 
Capital Expenditure; Jacoby and Weston, p. 385. A typical definition of the 
“pay off period’ is as follows: ‘“The “pay-off-period” is that time interval over 
which use of the new asset is expected to reduce operating expenses or to increase 
net profits (before depreciation allowance) by an amount equal to the cost of 
the asset. “Cost’’ sometimes includes an interest allowance but often does not. 
For machinery of a type having a normal useful life of ten to twenty years, the 
“pay-off-period” may be as short as two or three years and is reported to be 
seldom longer than five years”, — Goode, Accelerated depreciation allowance 
as a stimulus to investment, Quaterly Journal of Economics, May 1955, page 195. 

Some other estimates of the pay off period are as follows: According to 
some McGraw Hill surveys of the early 1950's, the typical pay off period 
(before taxes) for manufacturing companies was three to five years. “Observ- 
ations on the productive quality of McGraw Hill surveys” in The Quality and 
Economic Significance of Anticipation Data, p. 377 — N.B.E.R. (1960). Carter 
and Williams, on the other hand, in their Industry and Technical Progress, 
(p. 82) a study relating to the U.K., found that “in only 13 out of 150 firms in the 
general sample was an explicit financial “criterion” involving an estimated 
relation between prospective revenue and costs’ used. However, “in 10 out of 
the 13 the minimum yield expected from an innovation if it is to be adopted, is 
between 20% and 331/,% per annum...” 

14) Eisner, Determinants of Capital Expenditure; Also Jacoby and Weston. 
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“short pay off period”, like a “short planning horizon’, not only 
underestimates the potential gross earnings of an investment, but 
also tends to aggravate the cyclical fluctuations in investments. 
With a short pay off period, an increasing number of firms will 
tend to satisfy it in a boom and a decreasing number in a recession. 
This tendency will be more so if the more optimistic market psy- 
chology in booms results in a longer planning horizon and a longer 
pay off period than in a recession when a poor market produces a 
shorter planning horizon and shorter pay off period. An anticyclical 
change in depreciation is not likely, by itself, to do much to 
change this bias towards the short planning horizon and the short 
pay off period. This can be done only by more broad measures to 
stabilize market demand and business confidence. However, given 
the short planning horizon and pay off period, their adverse and 
destabilizing effects on investments can be reduced by a scheme 
of variable depreciation allowances superimposed on accelerated 
depreciations. Accelerated depreciation would, by permitting a 
quicker write off of the assets, increase the net profits plus depre- 
ciation in the early years of the assets’ life, thus enhancing the 
possibility of the short pay off period requirement being met. 
Variable depreciation, by increasing the write off during recessions 
and lowering it in upswings, would thus increase the number of 
projects satisfying the pay off period during recessions and reduce 
them in upswings. 

A further consideration affecting the successful impact of variable 
depreciation on investment, is that the firm's capital expenditure 
plans must be flexible. Some large projects require a considerable 
period of planning before implementation, and once started cannot 
be postponed. In general, however, it seems that firms have a series 
of expenditure plans, of varying definitiveness to be undertaken at 
dates extending more and more into the future. Such plans are also 
flexible *°) as regards their timing and amount. | 

The question of the form and timing of the anticyclical depre- 
ciation changes is also important. In view of the short run objective 
of the variations in depreciation they will best take the form of initial 
. allowances, as were applied some’years ago in the U.K. Some initial 


15) See Eisner: Jacoby and Weston; p. 385. 
The relatively high degree of ‘flexibility’ of replacement and maintenance 
expenditure has been noted earlier. 
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allowances would, it is assumed, apply even in normal times. They 
would be increased when symptoms of a retardation in business 
activity and abnormal unemployment develop. When inflationary 
signs are, however, evident, the initial allowances would be with-— 
drawn, (and even made negative, by reducing or deferring the 
normal depreciation credits). The changes in the initial allowances, 
if they are to produce a significant impact on corporate liquidity — 
and investment, will need to be of fairly large magnitudes. How- 
ever, the initial allowance could determine the limit to which the 
firms may write off an asset in the year of its acquisition according 
to its own judgement leaving the actual amount written off to the 
firm’s discretion. A compulsory initial allowance would, where — 
adequate provisions for the carry over of losses do not exist, | 
penalize the firm with widely fluctuating profits. 

In regard to the timing of variable depreciation, two aspects 
need special consideration, firstly, the timing of the change and 
secondly the time lags if any, before the effects of the change begin © 
to be felt. The timing of the change reflects a problem which is | 
important for the whole range of contracyclical economic policies. | 
As regards the criterion for the changes, there have been suggestions | 
for the adoption of a “formula flexibility” i.e, an automatic or 
semi-automatic change based on a formula consisting of different | 
economic indices, in particular the level of unemployment. There | 
are, however, no clear temporal cut off points between an upswing 
and a downswing. Even if there were it would be difficult to spot 
them out accurately aforehand. Whatever criterion is adopted, it 
would be more productive of results to introduce the depreciation 
changes as soon as the symptoms of the upturn or the downturn 
are clearly evident. From a practical angle, it would, of course, be 
more difficult to decide clearly, whether, for example, a little 
slackening in the economic activity is the precursor of a full scale 
recession or not. In any case it has to be noted, that the introductién - 
of higher depreciation rates, after the recession is in fullswing, will 
defeat its objective. Firstly, the prevailing market psychology may 
be too pessimistic to contend with. Secondly, the higher depreciation 
rates may aggravate the subsequent boom, if they are not with-— 
drawn in time, when signs of recovery become marked. 

The initial depreciation allowance has an advantage in this 
context. It can be offered or withdrawn on investments undertaken 
after specified dates, Another point regarding the timing of the 
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change is that — related to the legislative or other processes which 
may be needed before — the change becomes effective. Where such 
steps are required, an additional problem of time lag is created. Yet 
another lag problem may result where the gain or loss in liquidity 
from the depreciation change occurs only when the tax assessment 
for each respective period is made in the following period. These 
potential lags in deciding on and then implementing the changes in 
depreciation could admittedly produce perverse effects on corporate 
investments — promoting it during the early stages of the upswing 
and discouraging it as the economy takes the downturn. However, 
as noticed above, the problem of lags can be mitigated by the fact 
that once the decision to increase or reduce depreciation is made the 
new depreciation provisions can be made to apply to investments 
that occur after or upto a particular date. 


VARIABLE INITIAL ALLOWANCES AND THE SWEDISH 
SCHEME OF VARIABLE DEPRECIATION *) COMPARED. 


Five general drawbacks in a scheme of variable initial allowances 
have so far been mentioned. Firstly, they are increased in recessions, 
when gross income of firms decline. The risk of inadequate incomes 
to absorb the depreciation allowances is therefore present. Secondly, 
the scheme’s effectiveness will be reduced by expectations regarding 
the cyclical changes in tax rates, in particular an increase in rates 
during an upswing. Thirdly, it is not very flexible, and especially 
where legislative approval is required this lagged effect could 
produce a perverse impact on corporate liquidity and investment. 
Fourthly, it understates the net profits available for distribution 
during downswings and overstates them during upswings thus 
producing a potentially perverse effect on investments and the 
amount available for personal expenditure. Fifthly, frequent changes 
in the depreciation rates of the magnitudes required to make a 


16) For a more detailed description of the Swedish scheme, see: Norr, The 
Taxation of Corporate Income in Sweden: Some special features, National Tax 
Journal, December 1959; Vasthagen, The Tax Policy and Business Firms’ In- 
vestment Activities, Skandinavska Banken Quaferly, July 1957; Perry, Depre- 
ciation practices in foreign countries, Depreciation and Taxes, Tax Institute, 
Princeton; and Shelton, A Tax Incentive for Stabilizing Business Investment, 
National Tax Journal September 1958. 
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substantial impact on the firm’s liquidity may produce unsettling 
impact on investors. 

These drawbacks are reduced under the Swedish scheme of tax 
free investment allowances. Basically, the Swedish scheme is 
designed to encourage firms to add to their reserves during years 
of high profits in order to finance their capital expenditure during 
recessions when their profits are reduced. The main incentive offered 
to firms is that such transfers to investment reserve are tax free. 
However, a limit of 40 per cent of the year’s profits before taxation 
applies to such transfers. Of the amount transferred, 46 per cent 17) 
is deposited to the firm's account with the Riksbank and the balance 
although shown separately in the firm’s books is available to it as 
working capital. The immediate gain in free liquidity by the firm, 
however, is little. Suppose gross profits were 100 units. Then 40 
units transferred to the investment fund, being tax free, would 
increase corporate liquidity by 20, assuming the tax rate is 50 per 


cent. Or this 20, a little over 18 (x 40) is sterilized with 


Riksbank, leaving only about 2 to add to the firms free liquidity. 
Even so, it contrasts with a scheme of initial allowances, under 
which a reduction in corporate liquidity is effected during the 
upswing. The tax free investment reserve is available for writing off 
a wide variety of capital expenditures during the downswing with 
the permission of the Labour Market Board which controls the 
investment fund. When funds are withdrawn, 40 per cent of them 
come from the Riksbank deposit and 60 per cent from the part of 
the reserve held by the firm. The capital expenditure financed from 
these reserves, however, is not entitled to depreciation credits. If 
the earlier numerical example were to be continued and the 40 
units in the reserve were spent on capital expenditure, the gain in 
free liquidity in the recession would be equal to the 18 units drawn 
from the Riksbank less the liquidity foregone by the absence of the 
normal depreciation for the year on the new capital expenditure. 
This latter, on the basis of 20 per cent annual depreciation 8) would 


11) Prior to June 1960, 40 per cent of the amount transferred to investment 
reserve was to be deposited in a blocked account with the Riksbank, See The 
International Financial News Survey of the I.M.F. of August 12, 1960: 
“According to new rules introduced on June 3 this year, 46 per cent of the 
amounts set aside for investment funds must be deposited in a special blocked 
account at the Riksbank.” 
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be equal to 4 units, at a tax rate of 50 per cent. In other words, the 
net gain in liquidity of 14 is comparable to that from an extra initial 


allowance of no less than 70 per cent (= 14 X _2_ x mes for the 


capital expenditure of 40 units. Expressed in another way, the 20 
units of deferred tax (assuming the tax rate unchanged at 50 per 
cent) received by the firm in the form of free liquidity (i.e., outside 
the deposit with the Riksbank), are spread out as follows: 2 units in 
the year in which the allocation to the investment fund is made, and 
18 units in the year in which the capital expenditure is made from 
the investment fund. The deferred taxation becomes due for 
repayment in five instalments of 4 each in the year of expenditure 
from the investment fund and in the following four years. Where 
the investment fund is spent on an industrial building, the deferred 
tax becomes repayable over 33 to 50 years beginning the year of 
expenditure. 19) The advantage gained from using the investment 
fund is therefore very marked in the case of investment in buildings. 

The effect of the scheme on corporate liquidity is thus generally 
the same as that of variable depreciation. There are, however, some 
significant differences. Firstly, unlike in the case of a reduction in 
initial allowance in upswings, corporate liquidity can in fact rise in 
upswings under the Swedish scheme. This possibility can, however, 
be eliminated by fixing the ratio of the investment fund on deposit 
with the central bank at a sufficiently high level. Secondly, the gain 
in liquidity during the recession under the Swedish scheme is 
comparable to that from a very high initial allowance. Thirdly, the 
gain in interest from the deferred depreciation is also greater under 
the Swedish scheme because it allows for a 100 per cent write off 
of the capital expenditure financed from the investment fund, even 
before the expenditure takes place. Fourthly, it could well be that 
the availability of accumulated funds to the firm's account in the 
central bank will have a more decisive effect in promoting investment 
in a recession than increased initial allowances, the liquidity gain 


18) Depreciation of 20 per cent on cost value or 30 per cent on book value 
with complete write off of asset in fiwe years, applies for all assets except 
buildings. On industrial buildings write off rates of “2 per cent or at the most 
3 per cent are allowed on the procurement value or the assessment value” 
(Vasthagen p. 67). 

19) Since the normal annual depreciation rates on industrial buildings are 2 to. 
3 per cent. 


304 VARIABLE DEPRECIATION ALLOWANCES AS A 


of which will depend on the availability of profits to absorb 
them. 

Under the Swedish scheme when the investment fund is spent 
without the permission of the Labor Board, or when it is not spent 
when required by the Board, the amount involved is added to 
taxable income. On the other hand, where the investment fund is 
spent with the approval of the Board, 10 per cent of the amount 
involved is deducted from the taxable income as an additional 
incentive under the scheme. Moreover, five years after allocation 
of the reserve, the firm may withdraw up to 30 per cent of the 
amount, without having either the amount or the 10 per cent penalty 
being added on to its taxable income, but also without earning the 
10 per cent special investment deduction. This provision offers an 
additional incentive to make allocations to the investment fund. 

There are therefore decisive advantages in the Swedish scheme 
as compared with variable initial allowances. The total sum of tax 
inducements offered under the Swedish scheme can be matched only 
by the most liberal initial allowances. Secondly, since the advanced 
depreciation is offered during a period of high profits, they are 
more likely to be taken advantage of than initial allowances offered 
during a recession when the firm’s gross income may be inadequate 
to absorb them, Tax free transfers to investment reserves can be 
made only if the firm has gross profits. Therefore, there is less 
prospect of advanced depreciation credits being wasted for want 
of adequate gross income to absorb them and there is also no need 
for loss carryback provisions to make the scheme effective. In con- 
trast, there is a possibility, in the case of initial allowances that 
some depreciation credits will be wasted and a contracyclical 
variation in corporate liquidity not being achieved unless adequate 
loss carry back provisions exist. Thirdly, the fact that the advanced 
depreciation credits are offered during years when tax rates are 
likely to be high eliminates the risk, which applies in the case of 
variable initial allowances, of the firm incurring an additional tax 
liability as a result of a cyclical variability of tax rates. Fourthly, 
in contrast with variable initial allowances, which by understating 
net profits before tax in recessions and overstating them in upswings 
may produce a destabilizing impact on corporate expenditure, and 
dividend and wage payments, the Swedish scheme would tend to 
understate net profits during upswings and overstate them in re- 
cessions. This might foster an anticyclical approach by firms to 
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investment expenditures and dividend payments and by labor 
unions to wages. The result naturally is to average taxable income 
and thus to reduce the built-in stabilizing effect of corporate 
taxation. However, this is nearly entirely offset by the contracyclical 
sterilization and release of a part of the investment funds in the 
central bank. As was seen earlier, very little free liquidity accrues 
to firms as a result of allocation to investment reserves during 
upswings and most of it accrues during recessions, when the in- 
vestment reserves are spent. Fifthly, the Swedish scheme provides 
a more flexible method of variable depreciation than variable initial 
allowances. The depreciation rates themselves are not changed anti- 
cyclically and the appropriate authority decides only when the 
investment fund may be used with its approval. Moreover, the 
additional free liquidity accruing to firms, being drawn from 
deposits with central bank does not need to wait till the following 
tax period after the investment, as in the case of the initial 
allowances. There will therefore be less time lag between the time 
a release in investment funds is authorized and its impact is felt 
on corporate investment. Sixthly, the 10 per cent tax subsidy and 
penalties offered are of significance. Apart from their financial 
implications their psychological impact along with that of the 
variations in the investment fund on businessmen may be of 
considerable importance. 2°) 


CONCLUSION. 


_ The main conclusion of this paper is that a scheme of variable 
depreciation has greater possibilities as a contracyclical device for 
stabilizing corporate investment, than has been realised, except in 
Sweden. A good prima facie case can be made out in support of 
this. Direct statistical evidence in support is more difficult to obtain 
and, although some evidence is quoted here, it is not considered as 
conclusive. The paper does not pretend to offer an exhaustive 
analysis of even a good part of all the empirical studies of 
business behaviour, with a view to arriving at a firm conclusion 
regarding business response to variable depreciation rates, if such 


_ 20) Carter and Williams in their Industry and Technical Progress, p. 150, 
for example, state in analysing business response to investment allowances, that 
“to many firms the evidence of official approval was important”. 
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a firm conclusion is at all possible, The second major conclusion 
of the paper is that, for a number of reasons outlined in the paper, 
the Swedish scheme of variable depreciation through tax free in- 
vestment reserves is to be preferred to any scheme involving the 
direct variation in the depreciation rates. 
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STATEMENT I(B) 


FINANCING OF CORPORATE CAPITAL EXPENDITURE — U.K. 


Million £ 
INTERNAL FINANCE EXTERNAL 2) 


Retained |(2) as %| Depre- 
Profits | of (1) | ciation! of (1) 


9.3 
8.4 
4.9 
4.9 
6.1 
3.1 
O40) 
1.9 
0.8 
1.0 
0.7 


Source: U.K. National Income and Expenditure 1960 for years 1949—59 and Na- | 
tional Income and Expenditure 1957 for 1948. Table on “Financing of 
capital formation.” 


1) Savings before providing for depreciation and dividend and interest reserves, 
but after providing for stock appreciation less “net acquisition of financial assets 
plus net investment abroad’, 4l.e. total funds available from savings for gross 
investment at home. 

2) Net capital transfers, 
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STATEMENT II 


CAPITAL SPENDING BY U.S. MANUFACTURING COMPANIES ON 
REPLACEMENT AND MODERNIZATION EXPRESSED AS 
A PERCENTAGE OF TOTAL CAPITAL SPENDING 1) 


1962-64 


Source: Annual McGraw-Hill Department of Economics Reports entitled Business 
Plans for New Plants and Equipment. 
The data refer to the larger firms with an increasing representation 
of small firms over time. 


Realised 


1954 (a) 
1955 (b) 55 
1956(c) 47 


1957 (c) 


Source: U.S. Survey of Current Business: 
(a) March 1955 — p. 6 
(b) March 1956 — p. 12 
(c) March 1957 — p. 7. 


1) I am grateful to Mr. W. H. White of the IMF for collecting the data 
incorporated in this Statement. 


UTILISATION DU TAUX VARIABLE DES PREVISIONS POUR 
DEPRECIATION POUR STABILISER LES INVESTISSEMENTS 
DES ENTREPRISES 


par S. KANESATHASAN 


RESUME 


Au cours des derniéres années on a utilisé, de fagon intermittente 
aux ULS.A. et de facon réguliére en Suéde, un taux variable des 
prévisions pour dépréciation pour assurer la stabilité des investisse- 
ments fixes des entreprises. Le plan exige en général que ces 
provisions soient plus élevées lorsque les affaires sont en perte de 
vitesse, et diminuées lorsque les affaires sont en pleine expansion. 
La méthode suédoise consiste 4 créer des provisions exonérées de 
tout impét pendant les périodes de hauts investissements et de les 
utiliser, avec l'accord officiel, pendant les périodes de stagnation. 
Les investissements financés de la sorte ne peuvent étre sujet 4 des 
abattements pour dépréciation. 

Cette étude analyse les différents aspects du systéme dans ses 
variantes principales en évaluant ses effets possibles sur les in- 
vestissements fixes des entreprises. L’analyse est menée en fonction 
des effets directs sur les décisions d'investir d'une firme individuelle. 

Dans un passé récent, de nombreuses discussions se sont lévées 
au sujet de l'utilisation de l'amortissement accéléré pour stimuler les 
investissements 4 long terme. Cette étude traite d’autre part princi- 
palement des fluctuations 4 court terme en matiéres de provisions 
d'investissement. Toutefois, I'hypothése sous-jacente est que méme 
dans des conditions ,normales”, des dispositions prévoyant un 
amortissement accéléré (c’est-a-dire plus rapide que basé sur la ,,vie 
économique” de la valeur) prévaudraient encore avec un systéme 
libéralisant ou restreignant les provisions d'investissement de fagon 
anticyclique. 

En analysant I'incidence du taux variable des provisions sur les 
investissements, l’attention est attirée sur ses effets en ce qui con- 
cerne (a) la liquidité de l’entreprise (b) la rentabilité des nouveaux 
investissements (c) la période d’amortissement de ces nouveaux in- 
vestissements. L’importance de ces effets dans les décisions d'investir 
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des entreprises fait ensuite l'objet d'une discussion en se référant 
(1) a la capacité du revenu brut de l’entreprise d’absorber les crédits 
pour moins-value; (2) aux provisions pour impét sur les pertes 
reportées, ou imputées a titre rétro-actif; aux prévisions des entre- 
prises en ce qui concerne les taux de l’impét, les taux de l’intérét, 
les changements des provisions pour moins-value eux-mémes, et les 
perspectives de leur propre développement a long terme; (4) aux 
procédures de financement de l’entreprise et particuliérement a 
limportance quelle attache aux disponibilités financiéres internes et 
aux conditions du marché monétaire lorsqu’elle décide de faire de 
nouveaux investissements, et (5) a la durée et 4 la forme des 
changements dans la dépréciation. L’importance de tous ces facteurs 
est étudiée en détail 4 la lumiére des fluctuations anticycliques 4 
court terme en matiére de provisions pour dépréciation. 

L’analyse théorique s’appuie sur des renseignements empiriques 
(concernant surtout les U.S.A.), sur l'importance de la liquidité 
interne comme facteur déterminant des investissements des sociétés, 
et sur les autres critéres majeurs utilisés par les entrepreneurs 
lorsqu’ils décident de faire des investissements. A l’aide de ces 
indications on tire de larges conclusions sur la réaction possible des 
investissements devant les fluctuations anti-cycliques de l'’amortis- 
sement. Dans ce contexte, on distingue entre les différents 
types de dépenses d'investissement, particuliérement entre les 
dépenses en vue de l’entretien et du remplacement des valeur actives 
et les dépenses en vue de l’expansion de la capacité de production. 

L'incidence du taux variable des provisions pour dépréciation sur 
les décisions des entreprises d’investir varierait en fonction de la 
forme sous laquelle elles se sont offertes. L’étude signale quelques 
inconvénients sérieux, mis 4 part le sentiment dominant d’optimisme 
du marché pendant les périodes d’expansion et de pessimisme 
pendant les périodes de récession, inconvénients qui font face a 
tout projet de taux variable des provisions pour dépréciation qui 
prévoit une augmentation de ce taux pendant les périodes de 
stagnation et un diminution pendant les périodes d’expansion. Tout 
d’abord puisque l’augmentation a lieu en période de récession alors 
_ gue le revenu brut de I'entreprise est en baisse, le risque de voir 
absorber les provisions par un revenu inapproprié est toujours pos- 
sible. Deuxiémement, l’efficacité du systéme sera réduite par les 
prévisions concernant les changements cycliques du taux de I'impét, 
en particulier par les augmentations de ce taux en période 
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d’expansion. Troisitmement, ce systeéme manque de souplesse, et 
justement 1a ow l'approbation législative est nécessaire, ses effets 
décalés pourraient créer une incidence néfaste pour la liquidité et 
les investissements de la société. Quatriémement, ce systéme diminue 
Vimportance des bénéfices nets pouvant étre répartis en période de 
stagnation, et au contraire exagére leur importance en période 
d'expansion, produisant peut-étre de ce fait une incidence potentielle 
néfaste sur les investissements et sur les sommes disponibles pour les 
dépenses personnelles. Cinquiémement, des fluctuations fréquentes 
du taux de moins-value dans les proportions requises pour faire 
vraiment effet sur la liquidité des entreprises peut troubler ceux qui 
sont susceptibles d’investir. Selon cette étude, ces cing inconvénients 
majeurs sont atténués dans le systéme suédois de provisions pour 
investissement exonérées de tout impét. 

La premiére conclusion de cette étude est que le projet d'un taux 
variable de dépréciation en tant que systéme de stabilisation des 
investissements des sociétés offre plus de possibilités que celles qui 
ont été réalisées jusqu'ici, sauf peut-étre en Suéde. On peut relever 
a l'appui de ceci un bonne impression générale. Il est plus difficile 
d'obtenir une preuve directe basée sur des statistiques, et quoique 
certaines indications soient données dans cette étude, on ne peut 
la considérer comme décisive. La deuxiéme conclusion est que le 
systéme suédois utilisant la constitution de réserves pour inves- 
tissement exonérées d'impét doit avoir la préséance sur tout systéme 
prévoyant des variations directes des taux de moins-value. 


REPORT OF A PRELIMINARY SURVEY OF THE TAX SYSTEM 
OF ARGENTINA 


(Continuation) * 
by STANLEY S. SURREY and OLIVER OLDMAN 


PART TWO: TAX ADMINISTRATION 


INTRODUCTORY NOTE 


In terms of the population of the country and the size of the 
Tax Office (in respect of the number of employees), the magnitude 
of the job of tax collection and enforcement in Argentina is similar 
to that of Canada. Argentina’s tax administration is at the point 
where under appropriate conditions it may develop into one of the 
world’s modern tax offices, in spite of the fact at this moment 
the Tax Office may be close to the point of breakdown. The 
keynote of the discussion below is modernization. In one form the 
modernization means mechanization. This in turn means: first, 
replacement of outmoded equipment from mal-functioning files and 
typewriters to complex electrical accounting machines that have 
outlasted their useful lives; and second, the use of machinery to do 
some jobs now done by hand. In another and perhaps more important 
form, modernization means the use of modern techniques for the 
management, control, and organization of the Tax Office. It is in 
the context, then, of modernization that the following discussion is 
presented. Since evasion and paperwork are the main burdens now 
plaguing the Tax Office, much of what follows is essentially 
directed to those two matters. 

One very serious set of problems now facing the Tax Office 
centers around the practice of granting extensions of time permitting 
payment of the income tax and other taxes on an installment 
basis. This practice results in a veritable deluge of paper work 
under present procedures and in a large backlog of unpaid taxes. 
The seriousness of these problems is recognized by the officials 
concerned with reorganizing the Tax Office and they are directly 
‘concentrating on solutions for these problems. Consequently, 
although this aspect of tax administration in this sense presently 


* The first part of this paper had been published in Vol. XVI, No. 2, pp. 155— 
182 of this Review. 
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dominates the scene, it is only briefly discussed below. Instead, the 
following discussion is designed to underscore the point that after 
these installment problems are met, there will still remain a large 
number of other difficulties which must be resolved before effective 
tax administration can be achieved. In effect, most of what follows 
considers the Tax Office from the point of view of what is presently 
there and what ought to be there once the installment problem is 
solved. It may also be noted that the discussion focuses on the Tax 
Office in Buenos Aires and does not extend to the relationships 
between the head office of the Buenos Aires Tax Office and the 
many district and branch offices in the provinces or to the operations 
in those latter offices. 


I. COLLECTION 


A. PAYMENT PROCEDURES 


The first paperwork problem appears in the methods by which 
payments made by taxpayers are recorded and controlled. The 


system perhaps would work satisfactorily if not under strain. At | 
present, however, because of the huge number of taxpayers (about | 


one-half of the 400,000 to 500,000 taxpayers filing declarations) 
who are paying on installments, the number of payments coming 
into the Tax Office strains the system to the breaking point. It 
is not the purpose to prescribe here specific alterations in the 
payment recording and processing system, but a glance at the 


physical apparatus of the system reveals the use of machinery and | 


equipment that is old and slow. Problems of several types arise: 


1. When a taxpayer who files a declaration with a partial | 


payment attached claims that he earlier had paid the remaining 
portion, the problem of determining whether or not he in fact paid 


earlier as claimed is one that is causing the Tax Office much | 


difficulty. The success of any plan for current payment of taxes 
depends upon the rapid verification of prior payments. Whether 


machinery or new procedures are needed here, or both, is a matter 


for careful study. 

2. Many taxpayers pay by check (the rest by bank deposit slips, 
since cash payments are not allowed directly to the Tax Office), 
and inevitably some checks ‘bounce’ because of an unreadable 


signature or lack of funds. The procedure for following the | 
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matter through seems to cause considerable difficulty. Whether the 
procedure is at fault or whether too much strain is put on it by the 
present number of “bouncing” checks is not known at this moment. 
Some study is needed of how the banking system can be most 
effectively used for facilitating tax payments. Such a study would 
also consider the advantages and disadvantages of having the Tax 
Office make all its deposits to one bank, as at present. 

3. The balance owed by a particular taxpayer at a given 
moment of time is in most cases not readily available. Thus, not 
only cannot the Tax Office produce this information on request, 
but also it often does not and cannot send out timely bills to tax- 
payers. Some system of up-to-date accounts for taxpayers with 
debit or credit balances would seem to be essential. The type of 
filling and bookkeeping equipment needed for recordation, posting, 
etc., probably ought to be chosen with an eye to the need for 
flexibility in terms of workload over time. There appears to be a 
genuine possibility of having for each taxpayer a single centralized 
account for all taxes and payments administered by the Tax Office. 

4. A large number of payments, whether by check or by bank 
deposit receipt, seem to be accompanied by letters rather than by 
forms that might more readily enable the taxpayer to indicate the 
function of the payment. Re-examination of payment forms is 
indicated in order to reduce the need for and flow of letters. 

5. There seems to be a large amount of payment information 
verification of an elementary type which is designed to prevent 
various possible kinds of frauds. Modern accounting procedures 
for listing and bundling payment documents separate from other 
documents and balancing and comparing totals rather than indi- 
vidual amounts can probably be more extensively used, There may 
be an opportunity to reduce substantially the amount of payment 
verification paperwork without losing control over the operation. 
This is a matter for accounting systems experts. 


B. INSTALLMENT BOTTLENECK PROBLEM AND 
CURRENT PAYMENT OF TAXES 


1. Backlog 


It is estimated that almost 200,000 taxpayers owe from $ 12 
to 15 billion by way of installment payments on taxes past due. 
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With amounts due being fractionalized into small installment 
payments and with those installment payments in turn often being 
further fractionalized, the Tax Office is facing a crisis of paperwork 
(entirely apart from the fiscal problems raised for the Treasury 
by this payment backlog). The backlog problem here, which 
represents some 20 to 25 per cent of a year’s actual tax collections, 
probably has to be considered together with the backlog of pension 
and social security fund payments. It may be feasible, however, for 
the tax backlog to be handled by automatically giving all taxpayers 
two or three years to pay off amounts now due, and then allowing 
no further extensions of time as to these amounts. 


2. Prompt Collection of Payments Due Currently 


At the same time that such automatic extensions are given 
for prior taxes, there must be rigid insistence that in the future 
when tax payments become due they must be made on time. The 
problem is how to implement this insistence. In order to prevent 
pressure in the form of numerous requests for installment payments 
(each taxpayer will regard his case as the exception), it may be 
necessary to raise, for a period of time, the interest charges on 
delayed payments to a level that would discourage borrowing from 
the Government. Such a rate would be no less than going rates for 
available money. If interest charges are not raised and if the Tax 
Office still has the fortitude to deny virtually all requests for 
extension of payment, then pressure may be anticipated on the 
penalty imposition process by those who have in fact paid late, but 
without permission being obtained for the late payment. It will 


probably be more difficult for the Tax Office to impose heavy late | 


payment penalties in a large number of cases than it would be for — 
it to insist rigidly on payment of higher interest charges. However, — 


the present penalties for late payment might nevertheless still be | 
retained and probably ought to be asserted more often than at — 
present, when it appears that the taxpayer is using delayed payment | 


as a means of tax evasion. 


The whole matter of keeping tax payments current whether for 
sales tax or income tax and whether involving payment through 


retention (withholding) or through declarations, would undoubtedly 
be facilitated a) by a thorough re-examination of the forms used 


for these purposes and b) by consideration of the use of highly © 


OF THE TAX SYSTEM OF ARGENTINA 317 


mechanized accounting procedures together with relatively auto- 
matic procedures for supplying forms and also for billing where 
necessary. 


3. Advance Payments of Income Tax 


The present law requiring a 50% advance payment to be made 
by individuals and corporations approximately six months before 
declarations and final payment are due should probably be retained 
in form. What seems to be needed is aggressive enforcement in 
practice. At some later date, consideration may be given to changing 
the system to one requiring quarterly payments. 


4. Current Payment of Sales Tax 


With regard to the sales tax, however, it seems almost essential 
that the necessary changes be made in the law to require monthly 
payment of sales taxes in the month following the month of sale, 
with reconciliation to be made at the year end or quarterly. Most, 
if not all, other countries require a monthly payment of sales taxes 
collected the previous month. Since in principle the sales tax is 
usually regarded as borne by the consumer even if he is not legally 
liable for it, it likewise appears in principle that the seller as agent 
of the Tax Office has merely collected the tax from the buyer and 
holds it to remit to the Tax Office as soon as possible. 

Current payment of the sales tax is likely to make the shifting 
of the tax more certain and perhaps at least the business burden 
of the tax more equitable in its distribution among firms. When 
payments of sales tax, as now, are made‘a year after the sale, 
sellers may not take adequate or accurate account of the tax in 
making price and output decisions. Similarly, it appears that some 
sellers arrange to sell through corporate conduits that are mere 
entities for the holding of tax liabilities which are never paid. 
A company thus saving 8% sales tax is of course in a better 
competitive position than other concerns. The main reason for the 
success of this technique is delayed payment of sales taxes. The 
_recent change in the timing for payment of export taxes, for which 
current payment is now required, has apparently ended the use of 
- conduit corporations for the purpose of saving export tax. Current 
payment of the sales tax (and possibly also of some of the special 
excise taxes) seems the necessary and logical next step. 
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5. Withholding (Retention) of Income Tax on Employees 


The Argentine system of withholding income tax from employees 
requires the employee to furnish the employer with a statement as to 
family status. The employer withholds on the basis of information 
supplied by the employee and adjusts, during and finally at 
the end of the year, the amount of withholding so that the amount 
withheld from the employee for the year is exactly equal to his tax 
liability for the year. The employer files a statement of the names 
of employees and the amounts withheld; the employee files nothing 
with the Tax Office unless he also has income from sources other 
than wages or salaries. 

No country appears so fully to delegate to employers the job 
of administering the system of withholding of income tax from 
employees as does Argentina. Although employers may not by law 
be required to check an employee's family status, etc., the Tax 
Office seems to rely on such checking by employers as the sole 
method of verification of statements made by employees. While 
the British system, like the Argentine, makes it possible for the 
employee to have paid exactly the right amount of tax on wages 
and salaries through withholding by the end of the year, it is the 
tax administration in the United Kingdom that decides for each 
employee what his code number is in regard to family status, 
medical expenses, etc. British employers who have the employee's 
code number administer the payment of the tax and see that it 
comes out correctly at year end, but they are not responsible for 
knowing or checking the number of dependents the employee has, 
his allowable deductible expenses, or the number of jobs he holds. 
The Argentine system of withholding, which we were not able to 
investigate carefully, seems to give the entire task to the employer 
except where the employee has outside income and therefore be- | 
comes a registered taxpayer in his own right. It is surprising that — 
there appear to be no complaints from anyone that the system puts 
an unreasonable burden on business, Although an employee who 
has more than one job is apparently required to select one employer 
as his retention agent and report to him his compensation from the 
other jobs, there appears to be no special enforcement of this 
requirement. Even government agencies in their capacity as 
employer are reported to be lax in implementing withholding. 

Insufficient data are now available as to how much money is 
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collected by withholding from employees. In short, no one knows 
the fiscal significance of this type of withholding. Similarly, data as 
to amounts withheld in certain cases from other types of payments 
do not appear to be readily available. It is known, however, that 
amounts withheld by employers or other retention agents are not 
always promptly paid over the Tax Office. In virtually all other 
countries such amounts withheld are regarded in principle as the 
government's money and are not available for “lending” to the 
retention agent on the latter’s initiative. It may be helpful to note, 
if the problem is one that seems likely to persist, that the Tax 
Office might be given the power to insist that a tardy retention 
agent thereafter be required each week to pay into a special bank 
deposit account all amounts withheld that week. 

The impression remains, unfortunately based on an inadequate 
survey, that the entire withholding system might well be the 
subject of study. Perhaps the system ought to move in the direction 
of the United States-Canada system which requires the employee 
to file a declaration after the end of the year and usually necessitates 
either a further small payment by him or a small refund to him by 
the tax office. This method would reduce the amount of work 
now performed by employers in Argentina. A rapid system for 
issuing refunds is essential to the success of this system. Perhaps 
changes would be in the direction of the British system, which 
requires a considerable amount of work to be done by the tax 
office before the employee can be effectively withheld from. Or, 
since employers do not seem to object to the work required of them 
under the Argentine system, a somewhat modernized version of 
the present Argentine withholding system may well turn out to be 
desirable and even worthy of adoption in other countries. For 
example, mechanization may make it feasible for the Tax Office 
to require for itself copies of the statements now given by employees 
to employers, Such statements may be subjected to internal and 
external audit procedures, matching procedures, etc. Further thought 
and work in this direction may be fruitful. 

It is difficult to say whether there need be any serious changes 
made in the withholding system. To make this determination, it 
' would be necessary to conduct at least a short study of how effective 
the present system is in practice. Thus, are employees who are 
working for two employers in practice getting the advantage of 
double exemptions and the lower brackets of tax? Does the admini- 
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stration of the pension and social security fund payments assure 
that income tax withholding must work well? The answers to 
questions such as these will provide guidance as to any needed 
changes in the withholding system and the priority to be given 
to those changes. 


C. DELINQUENT PAYMENTS 


The problem considered here is that of the taxpayer who fails to 
pay at all, even in accordance with installment arrangements that 
he may have agreed to. No attempt will be made to survey all the 
possible problems. Once, however, the installment backlog problem 
is eliminated and there is rigid enforcement of currently due taxes, 
it may be expected that there will be considerable pressure on the 
procedures for the collection of delinquent taxes. There are initially 
the paperwork problems of up-to-date information as to which tax- 
payers are behind in making payment, the mailing of notices of 
delinquency within a few days after delinquency has occurred, 
followup notices, and rapid posting of payments received to tax- 
payers’ account records. Effective handling of paperwork, plus a 
staff of collection officials who promptly investigate delinquencies 
within, say, fifteen days after a second notice has been delivered 
to the taxpayer, will help to keep the delinquency problem within 
manageable proportions. 

For delinquent amounts that require the Tax Office to pursue 
legal remedies, that is, to use some form of compulsion, study 
appears needed as to whether more streamlined procedures are 
required. There are at present some 30,000 cases involving over 
$ 1 billion in tax debts as to which legal measures are being pursued. 
Present law generally seems to require the Tax Office to file suit 
in a court, and perhaps in some situations to have actually tried the 
issues, before the taxpayer’s property can be attached or seized. 
To outsiders the procedure seems cumbersome even though officials 
in the Tax Office seemed satisfied with the system. A point for 
consideration is whether in the case of delinquent payments arising 
from tax liabilities admitted by the taxpayer (some delinquent 
payments arise as the result of arbitrary additional assessments 
made by the Tax Office for the purpose of stopping the running of 
the statute of limitations), the Tax Office should have the power, 
after it has given the required notices, to seize property of a tax- 
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payer, to assert liens on real or other property so as to prevent its 
sale without payment of the tax, or to attach bank accounts and 
debts due or to become due. Of course the taxpayer could challenge 
in court any of these actions, but his defenses are such points as 
that he has already paid the bill or that he is a different person from 
the one who is delinquent. If it seems desirable to surround these 
powers with certain safeguards, the supervision of the courts may 
be employed provided a suitable procedure is worked out for same- 
day or same-hour approval of seizure or attachment. Or perhaps 
such orders will have to be issued only by officials of certain rank 
in the Tax Office. In the end the best balance between safeguards 
and efficient tools for collecting delinquent accounts probably lies 
in intelligent and effective management of the Tax Office rather 
than in restrictive procedures incorporated into the law. Changes 
from present law and procedure would seem indicated in the 
direction of more effective distraints of property. 


D. REFUNDS 


Apparently it takes some years, four or five, for a taxpayer to 
obtain a cash refund of taxes that he has overpaid. Taxpayers’ 
representatives are not particularly upset, however, because they 
appear, apparently on their own initiative, to use the amounts 
claimed to be refundable as credits against other tax payments that 
become due. It is said that some years ago the Tax Office used to 
make cash refunds on its own motion if it discovered, in the course 
of processing, an error in the taxpayer's favor. Some study of the 
technicalities of the refund procedure seems called for, but perhaps 
more important is a review of the system of control and supervision 
of refunds to see that the development of red tape hasn't operated 
to produce a kind of taxpayer self-help-through-credit system, and 
in any event to speed up the refund process. 


Il. ENFORCEMENT 
A. PROCESSING THE DECLARATION: 
MECHANIZATION AND OTHER PROBLEMS 


The many problems relating to the processing of the taxpayer's 
declaration in order to determine the proper amount of tax liability 
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are different from the problem of payment already discussed. How~ 
ever, where highly mechanized operations are used, payment 
verification procedures may in fact be performed almost simultane- 
ously with procedures designed to verify the accuracy of the 
declaration itself. Before examining some of the problems of 
processing the declarations, one important aspect of mechanization 
should be noted from a comparative point of view. In the United 
States, and now in Canada for the Province of Ontario, the most 
highly mechanized part of tax administration exists in regard to 
processing the payments, refunds, and declarations relating to 
employees. It is here that modern electronic computers have defi- 
nitely found a place. They are also beginning to find a place with 
regard to more complicated declarations, comparable in compu- 
tational complexity to those in use in Argentina. It is thus reasonably 
clear that if Argentina decides to change its withholding system so 
as to require declarations from employees, then Argentina will also 
want to install the latest EDP (electronic data processing) system 
suitable to do virtually the entire job of handling such declarations. 
It is less clear, however, what the role of EDP should be in regard 
to the type of taxpayer who is presently registered and files a 
declaration. Systems development experts who are well versed in 
taxation will have to study this problem, The remarks that follow 
give some indication of issues to be faced in deciding the mechani- 
zation problem. 


1, Arithmetical Verification of Declarations 


Checking the taxpayer's arithmetic in the declaration, his cal- | 
culation of the tax due, and scanning the declaration for obvious 
errors are operations whose performance can be improved in 
Argentina, At the very least the employees (mostly women it 
appears) who do or should do this work can be equipped with | 
properly lighted workspace and with modern desk calculating 
machines. If EDP turns out to be practicable for the present type _ 
of declaration, then of course the electronic computer will do 
all this work once the information on the declaratign is transferred 
to cards or tape. 


2. Matching the Declaration with Other Information 


At present it does not appear that much if any matching wor. 


| 
{ 
' 
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is being done despite the fact that it is said that millions of pieces 
of paper containing income information flow into the Tax Office 
regularly. It is undoubtedly true that if all the declarations were 
put on computer tape (and if the information required on the 
declaration were designed with matching in mind), then the other 
information coming into the Tax Office could likewise be taped, 
so that matching would take place electronically. The design and 
installation of such a system is likely to take years and not months; 
its economic feasibility for Argentina would require careful analysis; 
and one would want to be sure that there existed at the same time 
an adequately large human staff to follow up the mis-matches 
discovered by EDP. At the present moment it may be wiser, as far 
as matching is concerned, to devote planning efforts to the following: 

a) Allowing only the most useful kinds of information to flow 
into the Tax Office in the first place, information which will in 
fact be used in substantial part. 

b) Designing compact forms on which the desired information 
is to be reported to the Tax Office. 

c) Designing procedures for selecting which part of the incoming 
information is to be matched and how it is to be alphabetized, filed, 
and actually matched with the appropriate declaration. 

The implementation of these planning efforts is likely to require 
equipment of various types — files, trays, carts, sorters, etc. — 
with regard to which many improvements have been made available 
in recent years. The matter of the taxpayer's permanent Tax Office 
file, which holds cumulatively all his past declarations and 
information relating to him probably requires some study, Here one 
might have in mind not only the matching problems of the next 10 
to 20 years, but also the possibility, indeed likelihood, that within 
20 years all taxpayers’ files may be stored on tape. Frequent analysis 
of the files and of the matching system probably must be made in 
order to know what is useful and produces enforcement results and 
what is largely a waste of time. In the field of matching, what is 
productive today may be wasteful tomorrow. Constant surveillance 
and constant change are probably the most important guideposts 
for successful matching operations. 


3, Selection of Declarations for Investigation 


At the present time and for the forseeable future it seems quite 
certain that the Tax Office will conduct field examinations of tax- 
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payers at their place of business for only a small fraction of tax- 
payers each year. Therefore an effective system of selecting decla- 
rations for examination seems to be required. At present the 
selection is in effect made from the backlog of persons who have 
been accused in non-tax courts of gaining illegal profits in earlier 
years. As this source of sure-fire cases dries up, other techniques 
must be developed, both for cases to be examined “internally” (in 
the Tax Office by correspondence, telephone, or in person) and for 
cases to be examined ‘externally’ (by visit to the taxpayer and 
his records). While modern EDP techniques are being experimented 
with to perform this job of selection, it is doubtful if existing 
knowledge in other countries is yet ripe for transplanting elsewhere. 
Consequently, the problems here are those of organizing and 
developing human talents to get the selection job done. Perhaps, 
several experienced tax inspectors should be physically placed in 
the declaration processing chain at some point before declarations 
are put in the taxpayers’ files. They would glance at all business 
declarations and certain others to determine whether an internal 
or external examination is to be made. Whether such a system 
would work in Argentina probably can be determined only by 
experimentation. In any event, some rational system of election 
coupled with some proportion of random sampling will be essential 
unless the Tax Office gets in the position of having enough 
inspectors to be able to audit every taxpayer on a cycle basis, say, 
once every five years. 

Some work leading towards a developed selection system probably 
should be started soon. The first step might be a simple classification 
system such as: a) certain returns showing low income might not 
be sent to the Department of Fiscalization (Inspection) at all; 
b) others would go automatically to the “internal” division subject 
to being sent from there to “external” where investigation so in- 
dicates; and c) others, say, showing a high income or a large volume 
of business would go directly to the “external” division. While such 
classification could be carried out by clerical help, considerable skill 
is needed in deciding how the classification is to be designed. The | 
process of then selecting from within classes b or c the declarations 
actually to be examined is one requiring great skill and judgment. 
Experimentation under Argentine conditions is needed, rather than 
relying too literally on the experience of other countries. Over a 
period of time it may be possible to develop standards of selection, — 
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such as gross profit ratios, which can be applied by less skilled 
personnel and eventually by machines. 


B. EXAMINATION AND INVESTIGATION 


“Internal” inspections are for practical purposes not being 
carried out now because the personnel who would normally do this 
work are busy handling the installment paper problem earlier 
discussed. “External” inspections are conducted in the Buenos 
Aires area by less than 350 inspectors at the rate of about 5 in- 
spections per man per year with a yield of additional revenue of 
about $ 19,000 per man-day. 

Two features of Argentine practice represent valuable assets 
of enforcement. The declaration forms require taxpayers to furnish 
annual statements of net worth. These are particularly helpful, 
assuming that all assets including bearer securities must be indivi- 
dualized (reported or registered) for this purpose. The other feature 
is that an inspector ordinarily examines a taxpayer for all taxes at 
one time. Presumably better auditing is obtained in this way than 
by having different officials examine for different taxes. However, 
in this latter respect the Argentine system would seem to demand 
a tighter procedure of control and supervision in order to prevent 
not only frauds but substandard work productive of costly losses 
of revenue. In other words, an inadequate inspection of the tax- 
payer's books can result, not only in escape from the income tax, 
but also from all the other taxes for which the inspector is con- 
ducting the investigation. 

Aside from the pervasive problem of bribery amongst inspectors, 
there is probably room for improvement in the effectiveness of the 
inspection actually made. Undoubtedly the in-service training of 
inspectors could be improved to make more uniform the knowledge 
of all inspectors. Improvements in effectiveness would result from 
conferences and other arrangements for the interchange of expe- 
rience and ideas. 

The present backlog of work facing the “external” division 
will probably never be fully cleared up. It seems desirable to turn 
‘the major portion of the attention of this division to current work, 
that is, to the examination of declarations filed within the past 
year. At the end of the year cases originally selected but still not 
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examined should be culled in order that only the most important 
are carried forward for the next year’s examination program. 

No equitable plan can be devised to deal with the problem of 
the backlog itself. Perhaps a feasible compromise is to: 1) forget 
about the backlog except for devoting say 5% to 10% of the 
division’s attention to such cases; 2) in the hope of collecting part 
of the backlog without substantial effort, announce that no penalties 
will be levied on anyone who revises his declaration upward, 
provided the revision is submitted within a stated period of time. 


C. REGISTRATION OF NONDECLARING TAXPAYERS 


At present approximately 64 employees are devoting much of 
their time to the processing of information that tends to yield 
names of potential taxpayers. These employees are in the Depart- 
ment of Fiscalization and have information from trade associations, 
other government offices, etc. To a limited extent they canvass 
business sections from door to door. It was said that with 200 
employees the processing and canvassing job could be done in 
the Buenos Aires area. It was also stated, though no one has | 
substantiating data, that there is much more tax evaded through | 
nonregistration and consequent nondeclaration than throug false 
declarations. 

The problem of getting all the potential taxpayers on the tax 
roll as registered taxpayers is one that the Tax Office should have | 
little genuine difficulty solving given the will to solve it aud a bit — 
of money as well. The tax officials appear to be aware of the many 
facets of Argentine economic life that an investigation will yield 
the names of persons who should be registered taxpayers. However, 
even if a crash program of registration does succeed, it is 10t too — 
early now to be concerned about the design, implementation and 
regular surveillance of a program to keep the roll of registered tax- 
payers constantly up-to-date. 

In order to keep the tax roll up-to-date one might perhaps | 
consider a certificate system of the kind used in Venezuela, or of a | 
type used in Colombia or Chile. For example, Argentina might give 
taxpayers a “‘tax registration certificate’ which would have to be 
shown whenever a person engaged in certain activities, such as 
entering into contracts with the Government, obtaining licenses to 
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do business, obtaining goods from customs, etc. However, a 
certificate system does not seem to be a useful device for Argentina, 
because its economy is too complex for the device to be at the 
same time both effective and not unduely burdensome to all 
concerned. 


D. PENALTIES 


The extent to which penalties can be used in Argentina to curb 
the present evasion and in general to provide more effective com- 
pliance with tax laws is difficult to determine. It seems reasonable 
to conclude, however, that the adoption of criminal jail penalties 
appears inappropriate at the present time, though conceivably they 
would receive the necessary public support at such time as the Tax 
Office is widely respected as an effective organization and the great 
bulk of the people are paying their full share of taxes. 

At present the monetary penalty — the only penalty applicable — 
for neglectful failure to pay taxes correctly is from 50% to 300% 
of the deficiency in tax and for fraudulent failure from 300% to 
1000%. Few penalties are in fact asserted and these seem generally 
to be either 50% in the one case or 300% in the other. These 
penalties appear to be too high to be useful deterrents. Tax officials 
are reluctant to impose them and taxpayers are aware of their rare 
use. The present penalty structure seems to be the result of recent 
tax history in the context of inflation and evasion. A thorough 
re-thinking of the role of penalties in Argentina would be appro- 
priate. It seems likely that any new system will contain a more 
detailed classification of violations and perhaps a more careful 
attempt to have the penalty suited to the tax crime involved. 

In the event of such a revision one of the points to. consider is 
existing Argentine jurisprudence that, as in several other countries, 
has ruled that the deliberate failure to file a declaration at all is a 
less serious offence than a deliberately false declaration. This 
distinction between nonfeasance and misfeasance, which may have 
some use in other areas of law, may not be a useful distinction in 


' the design of tax penalties. 


A question exists as to who initially should assert penalties 
against the taxpayer in appropriate cases. At present all cases 
involving increases of 20% or more in the tax are sent from the 
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Department of Fiscalization to the Legal Department (Sumarios 
Division). The procedure seems cumbersome and one which thrives 
on “passing the buck”. The small number of fines in fact asserted is 
evidence that a change may be needed. Perhaps the group super- 
visors in Fiscalization should have authority and responsibility 
for asserting at least the lowest fines (especially if minimum fines 
are, as suggested above, reduced somewhat). Heavier fines would 
be in the province of, for example, division chiefs in Fiscalization, 
with perhaps only the heaviest fines requiring the concurrence of 
someone outside of Fiscalization. 

In the end a penalty system is only as effective as its use. 
Penalties regarded as fair by the community must be applied in the 
cases that involve punishable violations. Publicity as to the impo- 
sition of penalties is probably also required, partly to serve as a 
deterrent and partly to gain the respect of taxpayers who have 
already complied. 


Ill. CONTROL, SUPERVISION, AND ORGANIZATION 


The topics treated here do not by any means cover all aspects of 
managing a tax office. Many difficult problems of centralization 
and decentralization, delegations of authodity and responsibility, 
and communication of instructions, orders, and reports are not 
touched upon at all. The topics discussed are perhaps illustrative 
of the need for an organizational overhaul that hopefully would 
provide an institution containing within it self-generating forces. 
for continued effectiveness. 


A. THE NEED FOR INSPECTION WITHIN 
THE TAX OFFICE 


1. Internal Audit 


In an organization as large as the Argentine Tax Office, with — 
its 7,000 people and buildings all over the country, the top manage- 
ment needs some method of knowing what is going on apart from 
what is learned from the reports coming through the usual chain of 
command. In private business this function is in large part performed 
by public accountants. In a large tax office the function is perhaps 
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best performed by an inspection service attached to the office of 
the Director General. No such service now exists in the Argentine 
Tax Office; nor does the function get performed by anyone. An 
inspection service consisting of a few experienced tax officials is 
needed to perform the duties of internal audit, that is, to visit more 
or less regularly all divisions, branches, etc., of the Tax Office in 
order to determine whether or not personnel are operating effectively 
and procedures are being carried out as pescribed. There seems to 
be recognition within the Tax Office of the need for such an 
inspection service. 


2. Internal Security 


This function, the investigation of personnel suspected of 
dishonesty, may also be a part of the inspection service, though the 
officials doing this work are not likely to be same as those doing 
internal audit. The internal security officials will in general conduct 
investigations based on complaints of taxpayers or others as to the 
dishonesty of tax officials. Although it is not necessary for this 
work to be performed by officials under the control of the Tax 
Office, such control pinpoints the responsibility for corruption 
should it later develop. 


B. PERSONNEL, TRAINING, AND SALARIES 


The matter of the appropriate level of salaries within the Tax 
Office is extremely complex because of the practice of most officials 
also having outside jobs. It seems reasonably clear, however, that 
the top people of the Office must be given substantial increases in 
) pay if the required caliber of officials is to be obtained and if 
promotion is to act as a useful incentive to others. Similarly, an 
increase in the salaries of almost all personnel in the Tax Office 
is undoubtedly called for to assure that capable people can be 
employed and retained. 

In addition to the matter of salaries, ‘he: personnel problem 
most heavily stressed was that of corruption. This matter presumably 
will be solved in a much broader context than the Tax Office alone. 
However, it did appear that many employees who are technically 
trained as accountants were diverted to work that did not make 
‘the best use of their investigatory talents. Though the situation 
is allegedly temporary, it has been going on for some months. In 
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any event, it would appear important for the staff of investigators 
to be considerably augmented, partly by transfer of officials and 
partly by further recruitment. It may also be helpful to suggest that 
personnel hiring policies be further oriented toward attracting young 
and able people. 

The training received by technical personnel prior to employment 
with the Tax Office, while not deficient in general, usually requires 
supplementation. In-service training arrangements such as manuals, 
conferences, short series of lectures when changes in law occur, 
etc., need further development. 


C. BUILDINGS AND EQUIPMENT 


It does seem strange, for example, that some of the technical 
personnel with review and advice responsibilities were in the | 
main Tax Office building while others, mainly the lawyers, were | 
in another building. The flow of paper among buildings and up and | 
down within certain buidings undoubtedly results in serious in- 
efficiences and much waste motion. Taxpayer files are not readily | 
available to the employees and officials who logically should be | 
able to obtain them on short notice. Thus, officials who inspect tax- | 
payer records seem generally to rely on the taxpayer's retained copy | 
of a former declaration rather than on the Tax Office’s copy. 

These remarks lead to the conclusion that housing the Tax Office | 
in one building would be an important forward step. Besides 
expected gains in efficiency through better internal flows of work — 
and communication, the public announcement of such a move at 
the appropriate time may serve as one important dramatic proof 
that the Government is serious about tax administration reform and 
the collection of taxes. If it proves impossible to find a suitable 
building, then there should be a review of the existing distribution — 
of functions among existing buildings, in order to achieve a higher 
degree of rationalization than now exists. 

Equipment of almost every kind in the Tax Office needs replace- 
ment, from tables and chairs to complex electrical equipment. A 
regular plan for the inspection of and gradual replacement of 
furniture and equipment probably has to be instituted. Certain 
types of machinery presently in use, for example, the elementary 
and old machine used to make addressograph plates (adremas) 
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should certainly be discarded in favor of more efficient, modern 
equipment. It cannot be overemphasized that a significant part of 
the mechanization job that the Tax Office needs is in the category 
of machinery in the sense of typewriters, staplers, desk calculators, 
and paper handling equipment. The need for additional light in the 
Tax Office is apparent to all, and it is said that new power plants 
now under construction will solve this problem shortly. But it may 
be noted that even with the availability of new power it appears 
that many of the electric light fixtures seem inadequate to supply 
the kind of light that personnel constantly working with paper need. 


D. TECHNICAL SERVICES 


Technical services in the sense of interpretation and application of 
the tax law to nonroutine cases are at present provided in part by a 
department of 15 accounting-trained officials, Asesoria Technica, 
and in part by a group of about 10 lawyers in the Legal Department. 
Serious thought should be given to merging these technical services 
into one department. Accountants and lawyers in private tax practice 
seem to work together on tax questions admirably well. The same 
might be true of those within the Tax Office, given some encourage- 
ment and leadership. 

In view of the new law creating a special Tax Court and the high 
expectations in the professional world of a proper technical ap- 
plication of tax law as a consequence, it may be wise to begin adding 
more lawyers now to the Tax Office in order to be sure it is in a 
position to give thorough attention to every case brought to the Tax 

Court. 

As already noted, some thought might be given, while consolidating 
technical services generally, to separating from those services such 
matters as the imposition of penalties and the collection of overdue’ 
accounts. The regular procedures for imposing penalties might be 
administered in the Fiscalization Office, and the delinquent accounts 
procedures in a collection unit of the Coordination Department. Un- 

J usual legal or technical problems that arise in connection with 
| ‘penalties or collection would of course be handled in the Technical 
) Services Department. 
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E. TAXPAYER SERVICE AND PROFESSIONAL 
CONTACTS 


1. Information and Forms Services 


The Tax Office already follows a procedure for mailing to tax- 
payers blank copies of declarations with instructions. Further thought 
might be given, despite an apparent paper shortage of all kinds, to 
making more forms available through banks and post offices. Thought 
might also be given to the possibility of providing direct assistance 
to taxpayers in the preparation of their declarations. To render such 
assistance inspectors of the Fiscalization Department might be 
stationed at various locations during the six weeks before the filing 
date, and taxpayers would be encouraged to come to the inspectors 
to get advice. This works in some countries; it may or may not work 
in Argentina. In any event, more attention might be devoted to © 
providing taxpayers with nontechnical summaries of the law. Some | 
thought might even be given to the preparation of a movie film 
showing how the Tax Office works, once it is functioning as desired. 


2. The Developing Role of the Accounting and Legal Professions | 


It is clear that the accounting profession has made a great deal of | 
progress in handling tax matters generally, and accountants in the 
University seem to get a reasonable amount of preliminary training 
in taxation. The legal profession, too, seems now to be showing a 
growing interest in taxation and progress is being made, if slowly, 
through the Law School and private associations. The Tax Office 
can play a role in the further development of the professions in the 
handling of tax matters. First of all, accountants and lawyers in the 
Tax Office can be encouraged to participate in the conferences of 
private groups interested in taxation; and secondly, they can from 
time to time help professors in the Accounting and Law schools by 
providing them with illustrative material and by helping them 
conduct occassional classes. 

A study is needed of the significance of an accountant’s certifica- 
tion of a statement, of laws relating to accountants’ certifications, 
and of the possible reliance the Tax Office ought to place on 
certifications made according to prescribed accounting standards. 

‘Over time, as Argentine tax law becomes more complicated, as is 
likely in a country whose economy continues to get more complex, 
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the value of Tax Office cooperation with the schools and the 
professions will become more apparent. A complicated tax system 
depends for its successful functioning to a large extent on the 
availability to taxpayers of well-trained private professional 
assistance. 


F, PLANNING AND RESEARCH 


In order to assure that any reform and reorganization of the Tax 
Office remains effective over time, some means need to be provided 
for continuous surveillance and up-dating of the Tax Office. The 
creation of a very small but highly competent staff attached directly 
to the office of the Director General would be one method of 
assuring continuity of plans and the development of new procedures 
as conditions and laws change. As illustrations, some of the tasks 
that might engage such a staff now and in the future are described 
below. This staff is not a tax policy formulation group. Rather, its 
function relates to assuring the best operational success of the Tax 
Office. To this end it may offer suggestions as to changes in law that 
might simplify administration. Of course, such suggestions will be 
considered by the policy makers and balanced along with the other 
factors bearing on tax policy. 


1. Statistics 


The planning and research group needs at least one expert in 
statistics in order to develop the kinds of data that help attain and 
_ maintain control over operations. Similarly, a statistician in the Tax 
’ Office will through his familiarity with the actual detailed operation 
of the Office be in an excellent position to explain to other govern- 
ment officials what statistical information can be made available by 
the Tax Office and at what additional cost if any. As elsewhere 
noted in this report, the present state of statistics within the Tax 
Office leaves much to be desired. 


2. Organization, Management, Procedures, etc. 


The planning staff would be concerned with keeping informed 
’ with respect to new developments in the rapidly developing fields 
of management, control systems, equipment, etc., and with relating 
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these developments to the problems and needs of the Tax Office. 
Organization and methods work throughout the Tax Office, in- 
cluding in the provinces, would seem to be a function that ought to 
be continuously performed in an organization as large as the Tax 


Office. 


3. Forms and Paper 


Forms used in the Tax Office both internally and by taxpayers 
probably need constant attention in the light of changing conditions. 
A planning staff would review forms periodically. Similarly, the 
quantity of different forms that may be anticipated at any given 
time must be estimated well in advance, so that personnel and 
procedures are available to handle any predicted avalanche of paper 
at the anticipated time. In particular, in connection with any present 
reform that takes place, careful estimates as to the expected quantity 
of inflowing paper must be made for various periods of time. 


4. Special Research Projects 


From time to time particular problems will bear careful scrutiny 
before an important administrative decision is to be made. The 
planning and research group will presumably be in a position to 
make these special studies. For example, at the present time one 
might like to have an extremely detailed outline of all the steps 
followed in processing all of the paper that comes into the Tax 
Office. Or the time may soon come when a study should be made of 
the relationsship between a system of cumulative taxpayer files and 
the possibility of mechanized matching of income information. Or a 
study might be made of the fact that virtually all Federal taxes are 
administered by the Tax Office, with a view towards discovering 
whether there are disadvantages in this arrangement, and how the 
present single administration of the various taxes might be improved. 


5. Long Range Planning 


Once the Tax Office is reorganized and a planning staff gets | 
started, then plans for the Tax Office ought probably always be 
made in terms of, say, five years ahead in a general sense. For | 
example, if all indications are that the Argentine economy will grow, 
the number of taxpayers increase, etc., then plans to handle the 
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additional workload should be roughed out well in advance. Plans 
to add and train young inspectors according to a time schedule 
might be developed; plans for training new clerks might be made in 
view of an expected shortage of trained clerks; and plans for further 
mechanization might be accelerated in the light of foreseeable in- 
creased workloads. Looking ahead is the focus. The particular 
problems worth planning for are likely to become apparent if the 
forward look is steady and not just a glance. 


PART THREE: RECOMMENDATIONS 


The recommendations made herein reflect the considerations de- 
veloped in the first two Parts of this Report. These recommendations 
are based primarily on the present needs of Argentina in the tax 


field. 


A. TAX ADMINISTRATION 


The recommendations respecting tax administration are based on 
the impression that the Government of Argentina recognizes the 
seriousness of the present tax situation and desires to take steps to 
meet it. 

The Tax Administration is presently under an “Interventor’, a 
person appointed in an emergency from outside an office and 
charged with the responsibility of running that office until the crisis 
is over. A primary problem, arising in large part from such a step, 
is that the Interventor will make basic decisions respecting the re- 
organization of the Tax Office without being fully aware of the 
range of problems involved and the variety of procedures and solu- 
tions from which to choose, so that the reorganization will fail to 
realize its potentialities. This is especially true as respects the use 
of data processing machines and the operating systems with which 
their use is to be coordinated. Another problem is the fact that an 
Interventor’s tour of duty is likely to last only about six to eight 
months, and he will then return to his private affairs. The needed 
reorganization, and certainly the installation of modern equipment, 
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will take considerably longer for complete achievement. The follow- 
ing recommendations are designed in the light of this situation. 


1. Visit of Argentine Tax Officials to the United States 
and Canada 


Recommendation. The top officials of the Tax Administration 
should visit the United States and Canada to observe tax administra- 
tion in those countries. Their trip should last from three to six 
weeks. They should be accompanied by several subordinates who 
are likely to be in positions of managerial responsibility for several 
years to come. 

The Harvard Law School International Program in Taxation 
would be glad to be of assistance in planning this trip and in making 
arrangements with United States, State, and Canadian tax officials. 


2. Visit of Personnel Qualified in Tax Administration 
to Argentina 


Recommendation. Two persons qualified in tax administration 
should visit Argentina for about three to six weeks. This trip should 
be made after the visit of the top Argentine tax officials to the United 
States and Canada. These persons must be of a high calibre, fully 
qualified, and capable of holding the respect of top officials in 
Argentina. One should be a senior executive with experience in the 
organization and management of reasonably large tax offices. The 
other should be a technician experienced in the development of 
data processing systems and the use of the requisite machines. A | 
knowledge of Spanish is not needed. A visit of this kind would 
materially assist in the formulation of basic plans and procedures 
appropriate for longer range operation. 


3. Training of Argentine Tax Officials in the United States 


Recommendation. Two qualified Argentine tax officials should | 
be sent annually for several years to the Harvard Law School Inter- 
national Program in Taxation. 

Two officials, and an assistant Professor from the Faculty of 
Economic Sciences, are coming to Harvard in 1960—61 under U.N. 
auspices, This program should be continued over the next few years. 
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B. TAX POLICY 


The recommendations respecting tax policy are based on the belief 
that two problems must be met. One is the need for an objective 
analysis of the tax policy problems presently facing Argentina. The 
second is the need for creating an adequate base for sustained study 
and research on tax policy issues. 


1. Visit of Tax Economists to Argentina to Prepare and 
Publish a Study of Present Tax Policy Issues 


Recommendation. Two, possibly three, tax economists should 
visit Argentina for a period of about three months to prepare and 
publish a study of present tax policy issues. The tax economists, and 
certainly the senior member of the group, should be highly qualified 
in the field of taxation and capable of holding the respect of the 
Argentine officials, businessmen and professional people. They 
should be competent, as a group, to handle issues relating to income 
taxes, excise taxes, provincial (state) and local taxes, and federal- 
provincial tax relationships. 

Discussion. An objective analysis of the tax policy problems 
facing Argentina would be of considerable assistance to the country. 
Its primary function would be to set forth the issues, and to consider 
the pros and cons of various solutions. The study would at the very 
least assist in educating the public and many officials with respect 
to the problems and the possible solutions. A useful model is various 
parts of “The Fiscal System of Venezuela’, a study published by 
Johns Hopkins University Press in 1959 (available in English and 
Spanish) by a group headed by Professor Carl S. Shoup. 

The group should not act as advisors to any particular Govern- 
ment official. Rather, the work should result in a published study, 
available to all and preferably translated into Spanish. The group 
should visit Argentina as soon as the matter can feasibly be arranged, 
preferably no later than the summer or fall of 1961. A knowledge 
of Spanish is secondary to all other qualifications. A group seems 
preferable to a single individual in view of the amount of work 
involved and the desirability of not associating the study with any 
single personality. 

Such a group could perform other needed tasks besides the study 
of tax policy issues. Thus, it could advise the appropriate offices or 
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personnel on the development and use of adequate statistical in- 
formation. It could advise as to the organization and functioning 
of an office in the Hacienda for research in tax policy and the 
formulation of tax policy. It could exchange ideas with University 
personnel and others that may be interested in tax policy research. 


2. Aid to Private Research and Study in Argentina 
Respecting Tax Policy 


Recommendation. Assistance should be given to the development 
and functioning of adequate non-Governmental facilities in Argen- 
tina for study and research on tax policy matters, The aid should 
involve funds for Argentine research personnel and their projects; 
the training and study in the United States or elsewhere of profes- 
sional personnel interested in taxation; the support of visits to 
Argentina of economists and others qualified to lecture or lead 
seminar discussions on tax policy; the development of adequate 
library material relating to non-Argentine literature in the field of 
taxation; and similar pursuits. 

Discussion. If Argentina is to be in a position through its own 
efforts to solve intelligently the issues of tax policy that it will face 
in the years ahead, it will be necessary to develop and maintain 
adequate facilities for research and study in the field of taxation. 
At the present time, there is essentially only a very small group 
working in the field in the Faculty of Economic Sciences of the 
University of Buenos Aires. The need for basic research and study 
is serious. 


C. ADDITIONAL RECOMMENDATIONS RELATING TO 
LATIN AMERICA GENERALLY 


The following recommendations are not directly related to the 
Argentine tax situaton. But they were suggested by the study of | 
that situation, and bear a generalized relationship to it. Their | 
primary relationship, however, is to Latin America as a whole. 


1. Proposal for a Latin American Conference on Tax 
Administration and Perhaps Additional Tax Matters 


Recommendation. A conference for Latin Americans on tax ad- 
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ministration problems should be held in an appropriate Latin 
American country. The agenda should be prepared by an expe- 
rienced group and should relate to the important problems of tax 
administration faced by developing tax systems. High level tax 
personnel from Latin America should attend. Experienced United 
States, Canadian, State, and other personnel should also attend, The 
conference might in addition appropriately consider some issues of 
tax policy, such as the use of tax incentives, depreciation policy, the 
scope of international tax jurisdiction, and the like. 

Discussion. It is believed that the problems faced by Argentina 
in reorganizing its tax administration are similarly being experienced 
by many other Latin American countries. The details may vary 
here and there and the intensity of the various problems may differ. 
But the main outlines of the Argentine picture would be recognizable 
by experienced top tax officials in other Latin American countries. 
As a result, it would seem feasible to hold a Latin American con- 
ference on tax administration at which these problems could be 
dicussed. Experienced personnel from both within and outside 
Latin America could lead the discussion. The agenda would have 
to be carefully prepared by an experienced group. Steps should 
be taken to attract top level official personnel having a direct 
interest in tax administration and in a position to place into effect 
in their countries operational improvements suggested to them by 
the work of the conference. Certain common issues of tax policy might 
also be discussed. These, however, would require the attendance 
of tax policy officials in addition to tax administrators. 


2. Improvement of University Teaching and Study 
in Latin America 


Recommendation. Any steps that can be taken to improve uni- 
versity teaching and training in Latin America are of extreme 
importance to the development of the region along desirable lines. 

Discussion. If conclusions derived mainly from visits to Vene- 
zuela and Argentina are a valid foundation for generalization, 
then improvement in university teaching and study in Latin America 
seems essential. Thus, the problems faced by the University of 
Buenos Aires — for example, as respects such matters as the size 
of initial student enrollment compared to ultimate graduates (5,000 
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enter in the Faculty of Law and 500 graduate; 3,000 enter in the 
Faculty of Economic Sciences and 300 graduate); the problems 
arising from the prevalence of the part-time and semi-full time 
teacher; the methods or teaching and the content of curricula and 
courses — seem to be enormous in their complexity. All of this is 
undoubtedly familiar to those who are experienced in Latin American 
problems. The only purpose behind these observations respecting 
the universities is to register the hope that those acquainted with 
the problems see measures that might slowly lead to some solutions, 


RAPPORT D°UNE ETUDE PRELIMINAIRE DU SYSTEME 
FISCAL DE L’ARGENTINE 


par STANLEY S. SURREY and OLIVER OLDMAN 


RESUME 


Ce rapport sur les problémes fiscaux en Argentine fut élaboré en 
juin 1960 dans le but de fournir des conseils au Gouvernement argen- 
tin. Ce rapport est le résultat d'un ensemble de réunions qui durérent 
deux semaines 4 Buenos Aires et qui traitérent surtout d'impdéts sur 
le revenu. 

On y présente tout d'abord un résumé du systéme fiscal. Deuxié- 
mement, on y discute les problémes d'une politique fiscale en Ar- 
gentine. I] en ressort qu'un fonctionnaire argentin moyen doit payer 
un taux plus élevé d'impét sur le revenu qu'un fonctionnaire moyen 
aux Etats-Unis. En Argentine, on a fréquemment modifié les im- 
pots sur les sociétés et leurs relations aux impéts sur les actionnaires, 
ce qui souléve des problémes qui doivent étre résolus. L'assujettisse- 
ment de l'impét sur le revenu argentin a la juridiction territoriale 
souléve des problémes qui nécessitent une étude soigneuse. On dis- 
cute aussi des causes et des effets de l'évasion et de la corruption, 
ainsi que des institutions et des procédures relatives aux questions 
fiscales, 4 la fois 4 l'intérieur et 4 l'extérieur du gouvernement. 

Troisiémement, des problémes d'administration fiscale sont ana- 
lysés. On discute la débacle du systéme de paiement par acomptes 
ainsi que des méthodes mécaniques, électroniques et autres, utilisables 
pour travailler et pour vérifier des déclarations d'imp6t. On considére 
encore les aspects du contréle, de la supervision et de l’organisation 
de l'administration fiscale, y compris les fonctions de recherche et 
de planification. 

On conclut que l'application d’aptitude d’exécution intelligente et 
l'utilisation d'équipements et de méthodes modernes peuvent résoudre 
la plupart des problémes administratifs qui se posent a l’Argentine 
plus rapidement que l'on peut resoudre les principaux problémes 
d'une politique fiscale. On aboutit 4 des recommendations suivantes: 
que les fonctionnaires des finances en Argentine observent les prati- 
ques administratives aux Etats-Unis et au Canada, qu'un ou deux 
experts administratifs étrangers soient invités 4 travailler un mois 
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ou deux en Argentine, et que chaque année deux ou trois professeurs 
et fonctionnaires soient envoyés pour plusieurs années 4 |'étranger 
pour se perfectionner dans le cadre du Programme International de 
Taxation de la Harvard Law School. 

On recommande également qu'un groupe de deux ou trois écono- 
mistes visitent l’'Argentine pour préparer et publier des études de 
base sur les problémes de la politique fiscale courante. I] est de plus 
recommandé de fournir une aide financiére, personnelle et documen- 
taire pour encourager des recherches privées et continues en Argen- 
tine, en ce qui concerne la politique fiscale. Finalement, en considé- 
rant l'Amerique latine comme un tout, on suggére qu'une conférence 
sur l’administration fiscale se tienne bientét, et que des efforts soient 
faits pour renforcer l’'enseignement et l'étude des impéts et des 
finances publiques en Amérique latine, au sein des Facultés juridi- 
ques et économiques. 


THE BUDGET AND THE BUDGETARY LAW OF 
AN INTERNATIONAL GOVERNMENTAL ORGANIZATION *) 


by RICHARD SZAWLOWSKI 


Saarbriicken 


At the very beginning of this paper I want to make two preli- 
minary remarks. 

First, these considerations are in principle confined to the 
budget and the bugetary law of one chosen international govern- 
mental organization, namely that of the Council of Europe. The 
budget and the budgetary law of other international organizations, 
especially those of the United Nations Organization (UN) and 
some of its specialized agencies (UNESCO, FAO) and the so-called 
supranational organizations (European Community of Coal and 
Steel, European Economic Community, European Atomic Com- 
munity) are considered here only in passing. This is merely due 
to the question of space: if we should take into account these 
problems in a greater number of international organizations — 
which from the comparative point of view would not be at all 
irrelevant in this context — then not a short paper, but a whole 
dissertation would be necessary. 

I chose the Council of Europe because of the importance of this 
organization and its ample territorial scope, which embraces most of 
the “Western” (in the political sense of the word) European count- 
ries; further because of the fact, that I had the possibility to become 
informed personally at the Organization’s headquarters in Stras- 
bourg about the problems I am discussing in this paper. *) 

Second, I want to remark that certain solutions in the field which 
interests us here, did not appear in international organizations as 
,deus ex machina”, but are in many cases based on the well-known 
solutions, formerly adopted in the individual states. For that reason 


_ *) This is a revised version of a lecture, held in the European Research Institute, 
University of Saarbriicken, German Federal Republic. 

_ 1) May I express in this connection my special acknowledgements to Messrs. Dr. 
Dr. Messer and Loth from the Council of Europe for their valuable help and 

information. ; 
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I thought it useful to make some comparisons and to draw certain 
parallels in this respect between international organizations on one 
hand and states on the other. 

I divided this paper into four parts: in part I I want to make 
some introductory remarks on the budget and the budgetary law 
of a public organization; in part I] I intend to examine the budget 
of the Council of Europe from the point of view of the figures and 
further its receipts and expenditures; in part III I plan to present 
the sources of the budgetary law and the “‘budgetary cycle’’ (Haus- 
haltskreislauf) of the Council of Europe in the four stages: 
preparation, approval, execution and control, and, finally, in part IV 
I want to close the paper with some final remarks and conclusions. 


I. THE BUDGET AND THE BUDGETARY LAW OF 
A PUBLIC ORGANIZATION. 


A. The attempts in the field of budgetary planning, which 
historically go back to antiquity, had led in the past century to 
certain results, which preserve their value also in our days. 

In the XIXth century — which Bertrand Russel in his famous 
book called a century of “Freedom and Organization” — in the 
times of an intensive development of constitutionalism and par- 
liamentarism, were also developed the modern »pudgetary principles 
and modern budgetary technique. 

One could — after Vialon — define a budget of a public organi- 
zation (6ffentliche Kérperschaft) as “... the correlating of the 
public receipts and expenditures... with the aim of balancing them”. 

The budget has, according to Western opinions (which, in theory 
at any rate, are also accepted in the East), to conform with some 
elementary principles, which are called budgetary principles (Haus- 
haltsprinzipien). 

From the different budgetary principles, which can be found in 
the public finance literature (in Germany especially Max v. 
Heckel, Neumark, Heinig and Vialon) I would select the following: 

1. unity and completeness (Einheit and Vollstandigkeit), 

2. exactness (Genauigkeit), 

3. anteriority (Vorherigkeit), 

4. publicity (Offentlichkeit). 

The budgetary process goes through certain stages, which — 
alltogether — form the so-called budgetary cycle. 
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There exist following stages: 

a. preparation, 

b. approval (voting), 

c. execution, 

d. control (audit and discharge). 

B. In short about the notions “budget” and “budgetary law”. 
One can use both these notions sensu stricto and sensu largo. I am 
using them in this paper both sensu stricto: “budget” means here 
the voted expenditures and the receipts to cover them, “budgetary 
law” the regulations, which rule the process of budget preparation, 
voting, execution, audit and discharge. 

C. The last introductory remark concerns the notion of an “‘inter- 
national organization”. In this field one distinguishes between the 
so-called governmental and non-governmental organizations. The 
latter, created as a result of agreements between private persons 
or private or even public — but not state — organizations (the 
number of such organizations is now over 1,200) and which, in 
order to realize their aims, dispose of certain budgets (the 
monetary amounts of which have sometimes a certain financial 
weight, to quote only the League of the Red-Cross Societies in 
Geneva) and which also posess a quasi “budgetary law” — do 
not interest us in this paper. We are here exclusively interested in 
budgetary problems of international governmental organizations. 


I) THE BUDGET OF THE COUNCIL OF EUROPE, ITS 
SIZE AND EXPENDITURE AND RECEIPTS SIDES. 


A. The development of the Council of Europe’s budgets, 
starting from the Organization’s first full-year budget (1950) till 
1961, was as follows: 


1950 — 599,405,819 F. 

1951 —. 537,658,147 F. 

1992. —— 635,826,516 F. 

1953 —— 773,228,826 F. 

19944 — 925,142,381 F. 

1955 3 —— 747,907,327 F. Expenditures 
1956 — 802,239,629 F. 

1957. —— 944,447,138 F. 

1958 — 1,142,511,613 F. 

1960 —— 14,089,515 F. 

19599 = —— 1,306,242,919 F. 

1961 -— 15,578,900 NF. (Appropriations) 
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We see here an almost steady growth of the budgets of the 
Council of Europe, the height of which — as the years 1950 and 
1961 are compared —- increased about 160 per cent (the real 
increase is of course smaller, but nevertheless quite evident). 
This phenomenon of the steady growth of the budgets can be also 
observed in almost all — at any rate the greater — international 
organizations (the Wagner's law at the international level?). 

Let us now examine the “specific gravity’ of the Council of 
Europe's budget for 1961 as compared with those of eleven other 
selected international governmental organizations (in all cases 
expenditures in million US $, appropriations): 


World Meteorological Organization 0.67 
Universal Postal Union : 0.80 
International Telecommunication Union . re ie, ener a. aie 2.99 
Councileoe eB wraipielt ss, ies mutts! Mot ARMIN Ls, Serene 3.10 
OEEC (1960/1961) 4.9 
International Atomic Energy Agency (consolidated budget) . 9.1 
FAO (1961 part of the bi-annual budget 1960—1961) 11.3 
UNESCO (1961 part of the bi-annual peaas dea mero 16.0 
World Health Organization . . . cig ear 19.8 
European) Economic Gominunitys i aren atatlts evi geulcnninen etn 44,02) 
European Atomic Community 

(administrative -- research & investment budget) . .... . 62.6 
United Nations (regular budget) 73.08 
(UN + 9 “specialized agencies’ + IAE). ........ . «2149.24 


It is quite clear that it would be false to judge about the importance 


2) A far greater amount of money has to be distributed by the so-called 
Development Fund of the European Economic Community. The amount of this 
Fund was fixed in 1958 in the amount of $581.25 million for the five year period 
1958—1962. In fact until September 30th, 1961 the six member-states of the E.E.C. 
paid only $ 230.5, million to the Fund; but the sums of engaged credits and the — 
payments are still very low. 

3) Political discrepancies among the member states and other factors have as a 
consequence the fact, that some actions of the United Nations are financed outside 
the Organisation’s ordinary budget and often only by several memberstates (e.g. 
the Suez Canal Surcharge Operation, the US Emergency Force (in Palestine), — 
the UN Operation in the Congo etc.). The total amount of this category of UN © 
expenditures reached in 1960 above $170 million, compared with the $65 million — 
regular budget of the Organization for the same year, 

4) The total expenditures of the United Nations, the nine spezialized agencies 
and the International Atomic Energy Agency for 1962 (estimates or appropri- 
ations) were calculated in summer 1961 in the amount of $ 159 million. (cf. United 
Nations Advisory Committee on Administrative and Budgetary Questions, Ninth 
Report for the General Assembly at its Sixteenth Session — General Assembly, 
Official Records: Sixteenth Session, Supplement No. 7/A/4814). 
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of an international organization only on the basis of the size of its 
budget; it is obvious, that in great measure the so-called impon- 
derabilia, the moral influence exerted by the given organization 
play an important role here. But nevertheless the size of an organi- 
zation’s budget is an exponent of certain direct material influence 
possibilities. In this relation the budget of the Council of Europe, 
as compared with the budgets of the greatest international organ- 
izations, is relatively small. 

B. What determines generally the directions of the expenditures 
of an international organization? First of all are the aims, which the 
given organization has to fullfil and which are determined by the 
treaty concerning the creation of the organization, its constitution, 
statute and so forth. 

The aims of the Council of Europe are determined by its statute, 
an act, which was signed in London on May 5th, 1949 by the 
representatives of ten states. 

Article 1, § 1 of the Statute stipulates: 

“The aim of the Council of Europe is to achieve a greater unity 
between its members for the purpose of safeguarding and realizing 
the ideals and principles which are their common heritage and facili- 
tating their economic and social progress.” 


We further read in the Statute (Art. 1, § 1) that: 


“this aim shall be pursued through the organs of the Council by 
discussion of questions of common concern and by agreements and 
common action in economic, social, cultural, scientific, legal and 
administrative matters and in the maintenance and further reali- 
. zation of human rights and fundamental freedoms”. 


On the other hand it is said in the same Art. 1, § 1 of the Statute, 
that: 


“matters relating to National Defence do not fall within the scope 
of the Council of Europe’’. 


But it is clear, that a concrete realization of the aims, which are 
foreseen by the Statute, first of all their concrete dimensions, are 
‘realized through a certain policy in this or that direction. One can 
_ for instance finance the actions, which are foreseen by the Statute 
of the Council of Europe in the framework of the cultural and 
scientific cooperation with a small amount of approx. $200,000 
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(as in the Council's budget for 1960) or with the amount of, let 
us say, $ 2 million and so on. 

Now we give our attention to the expenditures in the Council 
of Europe’s budget for 1961. 

The expenditures are divided into five “titres”, the “‘titres’’ are 
subdivided into ‘‘chapitres’’ and further into “articles”. 

Here are the proportions of the expenditures in the frame of 
the single titles: 


I. Dépenses relatives au Secrétariat Général . . . . . . 68 per cent 
Il, % iz a l'Assemblée Consultative .... . 8h. Gray 
III. e fonctionnelles acta) sic cal, cucideten arena) Wek td SoU ied ey ae 
IV. * de fonctionnement de la Cour et de la Commission 
Européennes des droits de l'homme .... . 6 in ee 
V. e: de. premier-é¢tablissement: asa. sae. te sl cg cans 1. taste 


100 per cent 


Even prima vista one can ascertain an absolute predominance of 
the pure administrative expenditures over the “functional expen- 
ditures” (ie. for culture, information, social problems, law and 
administrative questions, health questions etc.). The first group — 
was 83 per cent in 1961, the second one only 17 per cent. In the | 
lump sum of, as I called them, ‘pure administrative expenditures”, 
the most important part is played by personal expenditures: ca. 
81 per cent; these are mainly the salaries of the permanent staff 
of the Council of Europe, consisting at the beginning of 1961 of 
almost 350 employees. These salaries are, like salaries in other 
international organizations, not low °) 

We do not have the possibility to go further into an analysis of 
the expenditures of the Council of Europe. 

C. According to Art. 38, § b/of the Statute of the Council of | 
Europe the expenditures of the Organization are divided proportion- 


5) On the other hand, as the press reported recently (cf. The New York Times, 
int. ed., November 11, 1961) the Acting Secretary-General of the United Nations 
asked the UN General Assembly's Fifth Committee “for salary increases... for the 
professional and executive staffs of the United Nations and its.affiliated agencies... 
the rises would improve staff morale and help to overcome difficulties in atracting | 
personnel”. It is debatable whether these salary increases would improve staff 
morale; do no other ambitions really exist among the employees of this unique 
organization? And is the present moment — when the UN has to struggle against 
the worst financial crisis in its history — the proper one for demanding such 
an increase? 
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ally among the member states, namely ‘‘as shall be determined 
by the Committee of Ministers on the basis of the population of 
members’’. 

In the budget for 1961 it looked like this: 


Iceland 0.175 per cent 
Luxembourg OTN geiaase 
Ireland MOG sis) bees 
Norway WeAlisaagint ist 
Denmark efor eRe ee 
Austria PTA eS Yeh en 
Sweden LON he 
Greece Di Oreiget hgs 
Belgium Lop an ee er 
Netherlands CASS ory a, 
Turkey 9.51 ” ” 
France ESOC ae os 
Italy WAS] Sesh in 
United Kingdom 17 DOU hes 
German Federal Republic 7 SO es ee, 


100.00 per cent 


The solution adopted in the Council of Europe, according to 
which the financial contributions of the member states are paid in 
proportion to the population of these members, can lead to gross 
economic injustices. Let us compare the situation, in which wealthy 
Sweden pays exactly the same as poor Greece. But on the other 
hand one has to take into consideration that, besides possible 
questions of prestige (perhaps arguments like “we are small but 
not poor’), the size of the population decides in the Council of 
Europe the number of seats (and votes) the representatives of the 
single member states have in the Advisory Assembly (contrarily for 
' instance to the General Assembly of the United Nations, where 
each member state has one voice only). *) 

Also the proportions of the national groups ey, in the 
framework of the staff on the Council of Europe are determined 
according to the amount of the contributions paid by the member 
states. 


6) But one has also to keep in mind that the members of the Advisory Assembly 
' of the Council of Europe have a “mandat libre” and do not represent their 
gouvernments, whereas the delegates in the UN's General Assembly have a 
“mandat imperatif’’ and represent the attitude of their governments. 
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Let us mention that in some very small international organizations 
the expenditures are divided in equal parts among the member states 
(e.g. in the Central Commission for the Navigation on the Rhine). 
But in greater international organizations normally more intricate, 
but more economically just solutions are adopted, as e.g. the paying- 
power of the single member states, which expresses itself especially 
in the national income — in general and per capita — of the given 
state (as principally in the UN and its specialized agencies, with 
regard paid to some other “special principles and cases’), “com-~- 
bined” elements — 1/3 equal contributions, '/, in proportion to the 
population and */; in proportion to the national income (as e.g. in 
the Carribean Commission), even the length of railways (Central 
Office for International Transport by Rail) etc. 

One phenomenon is characteristic for the receipts side of the 
budgets of all international governmental organizations: that they 
are in principle based on contributions paid by member states. The 
same situation can be also observed in two of the three Western 
European supranational organizations: the European Economic 
Community and the European Atomic Community. 

Contrarily to that the incomes of the European Community of 
Coal and Steel — and this solution can be called revolutionary — are 
based on levies (prélévements, Umlagen) which, according to 
Art. 49 of the ECCS-Treaty of 1951, are levied on the production 
of coal and steel in the member states. 

Moreover a possibility is foreseen in Art. 201 of the European 
Economic Community Treaty of 1957 of examining the creation of 
an own income source for that Community, especially “from the 
receipts from the common customs tariff when the latter has been 
definitely introduced’. Until the present there was no use made of 
the possibility of an introduction, after a complicated procedure 
at the supranational and national level, — the same, meanwhile, 
which is foreseen in the mentioned Art. 201 of the EEC-Treaty — 
of a levy, which would be possible on the basis of Art. 173 of the 
European Atomic Community Treaty of 1957. 

Besides the main incomes from the contributions of the member 
states the international organizations normally have certain other 
smaller receipts. So for instance we can see in the budget of the 
Council. of Europe small receipts from bank interests, from the 
selling of publications and used materials etc., which all play only 
a very small role. The situation in this respect is similar in almost 
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all other international organizations,*) whereby from time to time 
quite special incomes can be observed, e.g. the incomes from the 
“United Nations Postal Administration” or from the UN's “Visitor's 
Service” in New’ York and Geneva in the budget of the UN etc. 
Again we cannot go into details here. 


Ill. THE BUDGETARY LAW OF AN INTERNATIONAL 
GOVERNMENTAL ORGANIZATION. 


A. Let us begin with the sources of the budgetary law. 

If we look for the sources of the budgetary law of a single 
state, we can find almost everywhere certain general regulations 
in this respect in the constitutions of the states.*) We can find 
them for example in the articles 110—115 of the “‘(Grundgesetz’”’ of 
the German Federal Republic from 1949, in art. 47 of the French 
constitution from 1958, in the articles 14 k/, 60 c/, 68 b/ and 97 of 
the constitution of the Soviet Union from 1936 etc., etc. 

The same situation exists in general also in the “constitutions” 
of the international organizations, e.g. in the articles 38 and 39 of 
the Statute of the Council of Europe, the art. 17 of the United 
Nations Charta, articles 9 and partially 10 of the Constitution of 
the UNESCO, articles IV (1, 2) and XVIII of the Constitution 
of the FAO etc. 

But it is evident that the budgetary regulations, which are con- 
tained in the constitutions of states or international organizations, 
can contain only the most general rules, which in any way are 
sufficient to realize a normal, daily, operative budgetary process. 
So there must exist other sources of budgetary law. 

Let us first of all once again review the situation in this respect 
in the individual states. In the majority of states nowadays codified 
budgetary law exists, for instance the Budget and Accounting Act 
of 1921 in the United States, the “Reichshaushaltsordnung’”’ of 1922 


7) With one especially evident exception in the case of the budget of the 
European Community of Coal and Steel, where in the income side, besides the 
levies on the production of coal and steel, which were mentioned above, a very 
important role is played by the interests from the credits granted by the Community 
and from the interests from bank deposits and portfolio. But this is quite a special 
and not typical case. 

8) An exception in this respect among the written “complex” state constitutions 
is the Constitution of the United States of America, which in its primary text and 
all amendments does not mention budgetary questions at all. 


ed 
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in the German Federal Republic, the French ordonnance of 
January 2, 1959, the law concerning the budgetary competences of 
the Soviet Union and the Union’s Republics of October 30, 1959 ®) 
etc., etc. 

The role of budgetary law in international organizations is played 
by so-called “financial regulations” (réglements financiers), e.g. the 
Financial Regulations of the Council of Europe of August 8, 1949 
(with later modifications), of the UN of 1950 (revised in 1955), 
the Financial Regulations of the UNESCO, of the FAO etc. 

Besides the sources of the budgetary law of international organi- 
zation which were quoted above (viz. the proper articles of the 
treaties and the “financial regulations”), which form, let us say, 
the budgetary law of these organizations of the first and second 
rank, we can find there, as in the individual states, a great number 
of budgetary “‘third rank” rules, hundreds of internal rules, circulars 
etc., which are in Poland, a little ironically, called “hectographed 
law.” 

Only all these groups together build the complete budgetary law 
of a given international organization. But for the purpose of a 
general analysis of this budgetary law, normally, the rules of the 
first and the second rank are sufficient. 

B. Let us discuss now the budgetary law of the Council of 
Europe. 

The Statute of the Council of Europe from 1949, as was just 
mentioned before, deals with budgetary questions only in two 
articles: 38 and 39 (chapter VII ~ Finance). ?°) Contrarily to that, 


®) Cf. in this respect my paper about ,,Das Haushaltsrecht der UdSSR und | 
der Unionsrepubliken” in Finanzarchiv, N.F., vol. 21, Nr. 2 (September 1961). 

10) Here is the full text of the two budgetary articles of the Statute of the | 
Council of Europe: 

Art. 38: “(a) Each member shall bear the expenses of its own representation — 
in the Committee of Ministers and in the Consultative Assembly. — (b) The 
expenses of the Secretariat and all other common expenses shall be shared between 
all Members in such proportions as shall be determined by the Committee on the 
basis of the population of Members. — The contributions of an Associate Member 
shall be determined by the Committee. — (c) In accordance with the financial 
regulations, the budget of the Council shall be submitted annually by the 
Secretary-General for adoption by the Committee. — (d) The Secretary-General 
shall refer to the Committee requests from the Assembly which involve expen- 
diture exceeding the amount already allocated in the Budget for the Assembly 
and its activities. — (e) The Secretary-General shall also submit to the Committee 
of Ministers an estimate of the expenditure to which the implementation of each 
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the quoted “Financial Regulations” of the Council with its 26 
articles are a rather ample document. 

Here a critical remark on the organization of these “Financial 
Regulations’. They are divided into the following parts: financial 
year, preparation of the budget, approval of the budget, application 
of the budget, working capital, audit, currency and exchange, 
accounting, provisions for 1949, amendments..One cannot under- 
stand, why “audit” is placed here before ‘“‘accounting”, notwith- 
standing the fact, that “audit’’ takes place on the basis of “account- 
ing’. If I may introduce in this connection a rather sharp analogy I 
would say, that the organization of these regulations could be 
likened to, for example financial regulations, where the chapter 
“execution of the budget’ would be placed before the chapter 
“preparation of the budget’. Let us remark, that the ‘Financial 
Regulations” of the UN and the UNESCO and FAO are impeccable 
in this respect. 1) 

Let us now examine the budgetary cycle of the Council of Europe 
in the four stages: preparation, approval, execution and control. 

The budget of the Council of Europe comprises one calendar year 
(1.1. — 31.XII.). The same solution was also adopted in many other 
international organizations, e.g. in the UN, the European Economic 
Community, the European Atomic Community etc. But there are 
other international organizations, the budgets of which, although 
annual, are not identical with a calendar year, so e.g. the budgets 


of the recommendations presented to the Committee would give rise. Any resolution 
the implementation of which requires additional expenditure shall not be consi- 
dered as adopted by the Committee of Ministers unless the Committee has also 
approved the corresponding estimates for such additional expenditure.” 

Art. 39: “The Secretary-General shall each year notify the Government of 
each Member of the amount of its contribution, and each Member shall pay to 
the Secretary-General the amount of its contribution, which shall be deemed to 
be due on the date of its notification, not later than six months after that date.” 

11) On the other hand the “Financial Regulations” of the Western European 
Union have the same illogical sequence of chapters as the “Regulations” of the 
Council of Europe have: “audit” first, “accounting” second, But the ‘Financial 
Regulations” of the Assembly of the’ same Western European Union have an 
impeccable organization: budgetary year, preparation of the budget, approval 
of the budget, execution of the budget, working capital, currency and exchange, 
accountancy, audit, adoption and modifications. A correct organization in this 
respect can be also observed in the financial regulations of the World Health 
Organization, the International Labour Organization, also the NATO etc. 
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of the European Community of Coal and Steel contain the fiscal 
period from 1.VII, till 30.VI., and the budget of the International 
Wheat Organization the fiscal period from 1.VIII. till 31.VII. On 
the other hand there are international organizations, which have 
bi-annual budgets, as for instance, the UNESCO and the FAO; 
the budget of the World Meteorological Organization is voted for 
a period of four years. 

The draft of the budget of the Council of Europe shall be 
prepaired annually until September 30 by the Secretary-General 
(ie. the chief of the Organization’s executive branch). The same 
task is laid upon the Secretaries-General (or, as they are titled in 
other international organizations ~ Directors-General) in most inter- 
national organizations, e.g. the UN, UNESCO, FAO, etc. 

Naturally, these rules cannot be taken literally: is is not Mr. 
Benvenuti (Secretary-General of the Council of Europe) or Mr. 
U Thant (Secretary-General of the UN) who personally prepare 
the draft budgets of their organizations. This task belongs to 
the Budget (Finance) Division of the given international organi- 
zation. In the Council of Europe this task is realized by a “Finance 
Division”, with a (total) staff of 17 men in close contact with other 
“Directorates”, “Divisions”, “Sections” as they are titled, whereby 
the work starts in early summer (partially even in spring) and 
continues for several months. 

The draft of the budget of the Council of Europe (which, accor- 
ding to Art. 2 of its ‘Financial Regulations” shall contain a detailed 
list of expenditures, explanations concerning new fields of expen- 
ditures and enlargement of these yet existing, and a plan of sharing 
of the expenditures among the member states) is, first of all, 
presented to a “Budget Committee”’. 

This Committee — according to Art. 3, part 2 of the “Financial 
Regulation” — is composed of six members previously nominated 
by the Committee of Ministers at present. It is composed of © 
representatives of the five “great powers” of the Council of | 
Europe (United Kingdom, German Federal Republic, Italy, France _ 
and Turkey) and another country (at present The Netherlands). | 
The task of the Committee is to study the draft of the budget and 
to transmit it with proper remarks to the Committee of Ministers. 

The approval of the budget of the Council of Europe lies in the 
competence of the Committee of Ministers. The so-called Advisory 
Assembly of the Council of Europe expresses its opinion only, and — 
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even that opinion concerns mainly the title II of the draft budget, 
i.e. the part, which contains the expenditures of the Advisory 
Assembly itself. The role played by the Assembly in this respect 
seems even smaller than the role of the “European Parliament” in 
the affairs of the budgets of the European Economic Community, 
the European Atomic Community, the common organs of the three 
Communities (i.e. Parliament and the Court of Justice), and the 
Secretariat of the Committee of Ministers. 

Let us mention, that in the UN the budget of the Organization 
is voted by its “parliament’’ — the General Assembly; the situation 
is similar in many other international organizations, e.g. the 
UNESCO or FAO; where the budget is voted in the first case by 
the General Conference and in the second by the Conference. 

In case of necessity, during the execution of the Organization’s 
budget the Committee of Ministers of the Council of Europe can 
approve an additional budget in order to cover the new or larger 
expenditures. 

The Secretary-General is empowered to transfer, during the 
execution of the Council’s budget, budgetary credits within the 
framework of single chapters. In case of necessity he is also 
empowered to transfer budgetary credits between chapters; the 
subsequent approval of the Committee of Ministers, which in the 
latter situation is demanded by the “Financial Regulations” seems 
to be rather a formality. 

Let us remark, that the Secretary-General is only prohibited from 
transferring budgetary credits between the single titles. In general, 
the powers of the Secretary-General, as far as the transfers of 
budgetary credits are concerned, must be considered as farreaching; 
but the situation in this respect in other international organizations 
is similar. 

The budgetary credits of the Council of Europe expire in principle 
on December 31st of the given budgetary year. But in certain cases 
they may be used until March 31st of the next year. It is possible 
in a case, when until December 31st expenditures for supplies, 
services and other financial charges are engaged and fullfilled by 
the contracting partner, but not yet paid in that term. Such 
“extension periods” exist in the budgetary law of other international 
organizations also, whereby the period concerned is often even 
twelve months (as for instance in the UN, UNESCO, FAO etc.). 

A specific institution of the budgetary law of most international 
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organizations, among others the UN, UNESCO, FAO etc., is the 
so-called “working capital fund’’ (in French “fonds de roulement’’). 
In Art. 8 of the Financial Regulations of the Council of Europe we 
read as follows: 


A working capital fund shall be established by payments made 
by members in addition to the annual contributions. The amount of 
this fund shall be fixed by the Committee of Ministers and the 
decision of the Committee shall constitute authority to the Secretary- 
General to demand payment of the amount due under this head 
from the members’’ (italics added — R. S.). 


This “working capital fund’’ is a budgetary security measure, 
a financial reserve to cover the expenditures in the case of temporary 
disturbances in the supply of “ordinary” budgetary receipts. }#) At 
present it amounts to 2 million NF, ie. ca. 13 per cent of the 
Organization’s budget for 1961. In some other international organi- 
zations this percentage is far higher, e.g. in the UN the Working 
Capital Fund, which amounts to $25 million, equals ca. 34 per 
cent of the Organization’s regular budget. 

We do not have the possibility to make a more detailed analysis 
of the technique adopted in the process of spending of the budgetary 
credits in the budgetary law of the Council of Europe. Let us only 
mention, that here too, like in the individual states, the decisions for 
payment (ordonnancements) are separated from the payments them- 
selves and that the functions of the employees, to whom the decisions 
for payment belong (the so-called ordonnateurs), are incompatible 
with functions of those employees, who realize the payments (the 
so-called comptables). Let us further remark, that, following the 
French and Belgian example, there exists in the Council of Europe 
a “contréle des dépenses engagées”, ie. a pre-audit of planned 
expenditures before they are engaged, e.g. before a contract is 
signed. 

The problem of external audit in international governmental 
organizations is solved in different ways. 


12) In some international organizations the Working Capital Fund can be also 
— expressis verbis — used for other purposes. Cf. e.g. the Financial Regulations 
of the FAO, Regulation VI, 6.2 (a), where this Fund is, inter alia, available for 
(point (II)) “advancing monies to the General Fund to finance emergency 
expenditures not provided for in the current budget’ (italics added — R. S.). 
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There are few international organizations which entrust the 
external audit to private accounting companies (as e.g. the Inter- 
national Bank of Reconstruction and Development or the Inter- 
national Monetary Fund). 

A number of international organizations, especially those, the 
budgets of which are not very high, give a mandate of auditing 
their organization’s accounts to the highest state auditing organ of 
the country, where they have their headquarters; as e.g., the accounts 
of the European Organization for Nuclear Research in Geneva are 
audited by the Swiss ‘Eidgenéssische Finanzkontrolle’” (Contréle 
Fédéral des Finances), the accounts of the Colombo-Plan Bureau 
by the Auditor-General of Ceylon etc. 

On the contrary the great international organizations generally 
have their own auditing organs, with a partially permanent staff; 
as e.g., the UN has its Board of Auditors; the European Community 
of Coal and Steel its Auditor (commissaire aux comptes, Rechnungs- 
prifer) with a bureau in Luxembourg; the European Economic 
Community and the European Atomic Community, a common 
“Control Committee’’ (Commission de Contréle, Kontrollausschuss) 
in Brussels etc. They all have to exercise their functions in full 
independence vis-a-vis the audited executive branches of their 
organizations. 

In the Council of Europe a ‘“‘middle way” solution was adopted in 
respect of auditing in comparison with the two last “extreme” 
solutions quoted above. 

The auditing was not entrusted to the highest state auditing organ 
of the Organization’s headquarters country (i.e. the French Cour 
des Comptes), but on the other hand nor was a permanent self 
“external” auditing organ created. There are only three auditors 
from three various member states, who meet once a year for some 
weeks in Strasbourg, audit the Organization’s accounts and are 
obliged not later than six months after the closing of the budgetary 
year to present their report to the Committee of Ministers. 

According to Art. 10, part 1 of the Financial Regulations of the 
Council of Europe, the three auditors should be nominated by the 
Committee of Ministers. In reality the Committee of Ministers 
determines only three member states, each of which has to delegate 
one person as auditor; but the mandate of these designated persons 
is not approved by the Committee of Ministers. Here a discrepancy 
between the “law in books” and the “law in action” exists. 
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At present three men: an Italian from the Corte dei Conti in 
Rome, a Greek from the Audit Board in Athens and a Swede are 
the auditors in the Council of Europe. 

After analysing the report of the auditors and the possible 
remarks of the Secretary-General on it, the Committee of Ministers 
may discharge (not quite exactly “donne quitus” in the French 
text) the Organization's executive branch. 

With the discharge given by the Committee of Ministers the 
“vital cycle’’ of a concrete budget of the Council of Europe expires. 


IV. FINAL REMARKS AND CONCLUSIONS. 


On the basis of a chosen international governmental organization, 
that of the Council of Europe (and auxiliary on the basis of some 
other international organizations), we tried to present the essential 
problems of the budget and budgetary law of such an organization. 

Summing up we want yet to sketch two points: first, to compare 
the budget and the budgetary law of an international organization 
with the budget and the budgetary law of a state, aiming to discover 
the main resemblances and differences; second, to say some words 
as to the state of the scientific research in the field of the budgetary 
problems of international organizations. 

1. The sense and the being of a budget are identical both in 
international organizations and in states, as the problem is to 
correlate their receipts and expenditures with the aim of balancing 
them. Only, the methods of a modern fiscal policy through the 
so-called “deficit spending” in the framework of the state budgets 
are unknown to the budgets of international organizations. 1) 

As far as the amount of these budgets is concerned, an evident 
quantitative gap can be observed. The budgets of the chosen twelve 
international organizations we cited above, vary in the limits of 
0.67 million $ (World Meteorological Organization) to 73:0 
million $ in the case of UN and to 149.2 million $ if we add the 
budget of the UN the budgets of its nine “‘specialized agencies” 
and the International Atomic Energy Agency. On the contrary the 
budgets of states, even the smaller ones (let alone fhe greater and 
greatest), are normally far higher. Even the budget of the very 
small — but highly industrialized — Luxembourg, which for instance 


13) Perhaps one can speak about a “deficit lending’ in the framework of 
the European Community of Coal and Steel. But it is quite an exceptional case. 
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in 1961 amounted to 117 million $ is greater than the regular budget 
of the UN and only smaller than the UN budget plus the budgets 
of the nine “specialized agencies” and the IAEA. On the other hand 
there are some very small and/or underdeveloped countries (for 
instance Iceland, some of the small central American states, the 
majority of the new African states) the budgets of which are even 
smaller than the regular budget of the UN. 

Let us now look at the receipt and expenditure sides of the 
budget of an international organization on one hand, and that of 
a state on the other. 

The expenditure side of a budget of an international organization 
embraces expenditures, which are needed in order to finance the 
aims, which are determined by the organization's constitution (staff 
expenditures, material expenditures). The aims of the majority 
of international organizations are limited to certain fields, and for 
that reason the aims of the possible expenditures are also more or 
less limited. Actually only the UN with all its specialized agencies 
and the IAEA can show a real broad picture of the expenditure aims. 
On the contrary, the expenditure aims in all states — in the Western 
and even more in the Eastern — are so broad and various, that in 
this field a comparison between states and international organizations 
seems almost impossible. 

As far as the receipt side of the budget of international organ- 
izations and states is concerned, one has to mention that in almost all 
international organizations the contributions of member states 
play the decisive role. In states, on the other hand — in the 
West and in the East as well — taxes (levied on turnover, con- 
sumption, profit, income, salaries etc.) play the main role. 

The estimated receipts of international organizations are, in 
general, completely “certain”; they bear practically no “prognostic” 
character, which — to a certain degree — is the case in the budgets 
of states. 

It seems further, that as far as the size of receipts is concerned 
(and as a consequence of this the possible size of expenditures) the 
margin is far greater in international organizations than in states 
The amount of a state budget is determined by certain objective 
‘ top-possibilities: the size and the economic development of the 
_ country on one hand, its social structure, the reciprocal relation 
between state and private economy on the other. On the contrary, 
international organizations can build their expenditures more 
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according to the needs and desires of the member states. The 
financial budgetary problems, especially if expenditures are divided 
among many member states, play here a relatively smaller role 
(except, maybe, for very small and/or underdeveloped countries). In 
international organizations the aim is quite clearly “prius’, the 
problem of covering the expenditures “posterius”’. 

If, at the moment, certain member states of the UN refuse to 
pay for the costs of the maintainance of United Nations troops in 
the Congo, it is — at any rate for several of them — a par excellence 
political problem and not a problem of serious financial difficulties. 
But in specific situations pure financial difficulties of a member state 
can have a negative repercussion on the organization's budget itself, 
to quote only certain examples concerning the UN contributions. 

Finally, there exist in the budgets of international organizations 
certain currency problems, which are unknown to the budgets of states. 

Let us examine now, once again in short, the realization of the 
quoted budgetary principles in the budgets of international organi- 
zations and of states. 

The principle of unity and completeness, which in states is 
normally not fully respected, seems to be respected in the budgets 
of smaller international organizations. On the other hand, in 
many of the greater and greatest international organizations, 
besides their “ordinary” budgets, extraordinary budgets or funds 
exist, in the framework of which especially investment and research 
expenditures are covered (as for instance in the International 
Atomic Energy Agency, in the European Atomic Community, 
the Development Fund in the European Economic Community) 
and further the so-called “special accounts”, “trust funds’ etc. 
(e.g., in the UN} can be observed. 

The principle of exactness is with good results respected in the 
practice of states and of international organizations as well; as far 
as the latter are concerned, the possibilities of the full realization 
of this principle are, because, as was mentioned above, receipts are 
normally “certain”, even greater than in states. 

The principle of anteriority, which is not respected in the practice 
of many states (let us take only the example of the German Federal 
Republic) is far more respected in international organizations. 

Finally, as far as the principle of publicity is concerned, which 
in the Western states is — in general — fully respected and in the 
Eastern states — with the exception of Poland — is as yet realized 
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only formally, the situation is different in various international 
organizations, One part of these organizations, especially the great 
ones, as e.g. the UN, the European Communities etc. fully observe 
that principle. **) 

But there are, on the other hand, international organizations, e.g. 
the Council of Europe or the former OEEC, the budget documents 
of which are not fully open. Although they are not secret, they are 
nevertheless denoted as “confidential’’ and not freely accessible to 
everybody. In my opinion the situation in this respect is especially 
distressing in the case of the Council of Europe, in the Statute of 
which it is so beautifully written about the ‘safeguarding and 
realising’ of the “ideals and principles which are... common 
heritage” of the member states. But to these “ideals and principles” 
of the Western democracies belongs, since the XIXth century, the 
principle of the publicity of the budget. 

There are also some international organizations, especially 
regional international organizations in the East, the budget docu- 
ments of which are secret, e.g. the budget of the “Soviet Ekonomit- 
sheskoj Vsaimopomoshtshi” (COMECON). 

Let us finally examine the stages of the budgetary process in 
international organizations and in states. We can ascertain, that 
all four stages of the budgetary process in states: preparation, 
approval (voting), execution and control (auditing and discharge) 
also exist in the budgetary process of international organizations. 
The differences lie in the different structures of states on one 
hand, the international organizations on the other. But, in both 
cases the budget is prepared (and later on executed) by one organ. 
It is approved and, after execution, on basis of a report from 
an audit institution, which is normally independent from the 
preparation and execution organ, is definitely accepted, and the 
executors discharged by another organ. 

Finally, almost all technical solutions, which can be observed 


14) In this connection quite recent examples, where the principle of publicity 
is even included in the budgetary law of certain international organizations, can 
be quoted. These are the articles 9 of the budgetary regulations both of the 
European Economic Community and the European Atomic Community (admini- 
_ strative budget) dated November 15th, 1960, which stipulate: “The budget and the 
additional budgets, in their definitely adopted form, are to be, at the order of the 
_ Council (of Ministers — R. S.), published in the Official Journal of the European 
Communities” (Journal Officiel des Communautées Européennes, Amtsblatt der 
Europaischen Gemeinschaften). 
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in the budget management of international organizations, were 
largely drawn upon the well-known solutions adopted in the 
budget managements in states. Let us think here only about the budget 
classification, the “engagement”, “liquidation, “ordonnancement” 
and “payement”, the “ordonnateurs” and “comptables”, the budget 
accountancy etc. 

2. At the end of this paper some remarks about the situation of 
scientific research in the field of budget and budgetary law of 
international organizations will be made. 

If I may here once again refer to the budgetary problems in 
single states, I must remark, that a scientific examination of these 
problems which, in principle, were posed by XI Xth century practice 
and solved in some directions, was begun later. The works of Réné 
Stourm and Max von Heckel appeared in France and Germany at 
the end of the XIXth century; the works of Jéze in France, of 
Neumark and Henig in Germany appeared first in the XXth century. 

The task of a scientific examination of the budgetary problems 
of international organizations arose since the number of these 
organizations has grown increasingly. 

The oldest existing international governmental organization is the 
Central Commission for the Navigation on the Rhine, created through 
the Congress of Vienna (1815). Since the origin of this Commission, 
more than ten other international organizations have developed 
during the XIXth century. But the greatest growth of international 
organizations is a phenomenon of the XXth century, especially 
during the period after World War II. The collection of Peaslee 
“International Governmental Organizations’, published in 1956, 
which considers only the multilateral international organizations, con- 
tains 108 organizations. The “Annuaire des Organisations Interna- 
tionales” for 1960/61 (edited by the Union of International Associa- — 
tions in Brussels) contains over 150 international governmental orga- | 
nizations and this number will further increase, whereby — contrarily © 
to the number of states — one can hardly indicate a definit limit. 
The importance of international organizations is also growing in the 
Eastern block, to mention only the increasing activity of the | 
COMECON. 

Also the financial “‘specific gravity” of the budgets of the greatest 
international organizations increased unprecedentedly after World 
War II. 35) 


15) The budget of the greafest pre-war international organization — the League 
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Actually, at present there exist no books which deal in a general 
way with the problems, with which we are now concerned. There 
are only certain books dealing with financial problems in individual 
international organizations, e.g., the former League of Nations 
(Véllmar **), Kunstenaar ‘”), Marcantonato '*)); the UN (Som- 
mer *®), Singer *°)); the European Community of Coal and Steel 
(Weides *')). There are a few contributions by Colliard 22), Schel- 
ling 2) and some other authors 4); papers on the second item of 
the IJ. Congrés International des Institutions Supérieures de Con- 
tréle des Finances Publiques in Brussels in September 1956, and 
paragraphs in books, which in principle deal with other matters. *°) 

Works about the budgets and budgetary law of international 
organizations in general have not yet been published. But I am 
sure that they will appear in the near future. 


of Nations (which included also the budget of the International Labour Organi- 
zation) for 1939 was 36,6 million Swiss francs, i.e. ca. $ 8,3 million (deducted 
the budget of the ILO — only ca. $6 million). This figures are incomparably 
lower than the budgetary figures of the greatest international organizations 
nowadays. 

16) Vollmar, H. F. A., Les finances de la Societé des Nations, Diss., 's-Graven- 
hage 1924. 

17) Kunstenaar, J., Der Finanzhaushalt des Vélkerbundes, Diss., Ziirich 1932. 

18) Marcantonato, Z. G., L’administration financiére de la Société des Nations, 
Paris 1938. 

19) Sommer, Albert, Les finances de l'Organisation des Nations Unies, 
Ziirich 1951. 

20) Singer, J. D., Financing International Organization: The United Nations 
“ budget process, The Hague 1961. 

21) Weides, Nikolaus P., Das Finanzrecht der Europaischen Gemeinschaft fiir 
\ Kohle und Stahl. Ein Beitrag zur Lehre vom internationalen Finanzrecht, Frank- 
furt a/M., Berlin, 1960. 

22) Colliard, C. A., Finances publiques internationales — Revue de Science 
Financiére, 1958, pp. 237-260, 437—460 and 679—697, 

23) Schelling, T. C., International cost-sharing arrangements, Princeton, New 
Jersey 1955. 

24) Cf. e.g., Paone, P., Il controllo finanziario e contabile nelle organizzazioni 
internationali — Rivista di Diritto Internationale, 1959, pp. 288—300 or Rossignol, 
A., Les finances de la Communauté Européenne du Carbon et de 1'Acier et le 
développement financier des institutions Européennes — Revue du Droit Public 
et de la Science Politique en France et a l'Etranger, 1954, pp, 986—1023. 

26) Cf. for instance: Egon F. Ranshofen-Westheimer, The international Secre- 
tariat, A great experiment in international administration, Washington 1945, 
pp. 223—228 or A. Loveday, Reflections on international administration, Oxford 
1956, pp. 313—330. 


BUDGET ET DROIT BUDGETAIRE D’UNE ORGANISATION 
INTERNATIONALE GOUVERNEMENTALE 


par RICHARD SZAWLOWSKI 


RESUME 


L’article traite le sujet suivant: ,,Budget et droit budgétaire d'une 
organisation internationale gouvernementale’’ par principe au 
moyen du budget et du droit budgétaire du Conseil de l'Europe; 
ce n'est qu’incidemment que l’on donnera des renseignements sur 
]ONU ainsi que sur quelques uns des organismes spécialisés 
(UNESCO et FAO) ainsi que sur les trois communautés européen- 
nes supranationales. 

Pour finir, on entreprend de comparer et de dresser certains 
paralléles entre les budgets des organisations internationales d'une 
part, et d’autre part les budgets des Etats. 

1) Le sens et le caractére du budget d'un Etat et du budget d'une 
organisation internationale sont identiques dans la mesure out, dans 
les deux cas, il s’agit de récapituler des recettes et des dépenses, en 
vue de les équilibrer. 

2) En ce qui concerne le montant de ces budgets, il faut bien 
établir une différence quantitative marquante. Normalement, les 
budgets des Etats sont bien plus élevés que les budgets des orga- 
nisations internationales méme les plus importantes. On ne peut 
signaler certaines divergences qu’en ce qui concerne les budgets de 
quelques Etats sous-développés et (ou) trés petits — en com- 
paraison des budgets des organisations internationales les plus 
importantes. 

3) Le cété des dépenses du budget d'une organisation interna- 
tionale comprend des dépenses qui sont nécessaires au financement 
des buts fixés par sa constitution (dépenses de personnel, de matériel 
et autres); normalement, ces buts sont limités 4 un certain domaine, 
ce qui a aussi pour conséquence une limitation des buts de dépenses. 
Par contre, les buts des dépenses, dans tous les Etats, sont si 
vastes et si variés qu’en ce qui les concerne, une comparaison entre 
Etats et organisations internationales est presque impossible. 

4) En ce qui concerne le cété des recettes, dans presque toutes 
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les organisations internationales, ce sont les contributions des Etats- 
membres qui y adhérent qui jouent le rdéle principal; les autres 
recettes n’ont qu'un rédle secondaire. En revanche dans les 
Etats, ce sont les impéts qui jouent le rdéle essentiel. — 
L’evaluation des recettes d’une organisation internationale est 
normalement pleinement ,,sire”’, elle n’a guére un caractére de 
»pronostic’, ce qui est plus ou moins le cas dans les budgets des 
Etats. — En outre il semble que la ,,marge de liberté” au point de 
vue du montant des recettes (et de ce fait également des dépenses 
possibles) soit beaucoup plus grande dans les organisations interna- 
tionales que dans les Etats. La détermination du budget d’un Etat est 
définie par des possibilités maxima (développement économique d'un 
pays, sa grandeur et sa population d’une part, son ordre social, le 
rapport actuel entre le secteur public et le secteur privé de l'économie 
d'autre part). En revanche, les organisations internationales peuvent 
forger leur budget davantage selon les besoins et les préférences des 
Etats-membres; les problémes financiers et en particulier au moyen 
d'une répartition des contributions entre de nombreux Etats- 
membres, jouent un réle relativement moins important. 

5) Enfin il y a, dans les budgets des organisations internationales, 
des problémes monétaires spécifiques qui sont inconnus des budgets 
des Etats. 


PROFESSOR BAUMOL’S OLIGOPOLISTIC MODEL 
AND THE CORPORATION INCOME TAX 


by MICHAEL E. LEVY 
New York 


In his recent book, Business Behavior, Value and Growth,*) 
Professor Baumol has provided us with a new and very interesting 
model of the oligopolistic firm. This note applies the corporation 
income tax to Professor Baumol’s model; some rather striking 
results emerge. It is found that according to the Baumol Model the 
corporation income tax would result in output reductions and price 
increases and a partial shifting of the corporation income tax to 
the consumer. 

Part I of this note provides a brief exposition of the Baumol 
Model; in Part II the corporation income tax is applied to the model 
and implications are drawn. 


I 


The Baumol Model makes the following three assumptions which 
differ significantly from the assumptions made in most traditional 
models: (a) Oligopolistic interdependence in day-to-day decision- 
making is sufficiently small to be disregarded.?) (b) The major 
motivation of oligopolistic management is the maximization of sales 
revenue rather than profit; *) (c) Maximization of sales revenue is 
limited by a minimum profit constraint. *) 


Figure 1 illustrates the operation of the Baumol Model. 5) In this 
diagram, output is measured along the horizontal axis and dollar 


1) William J. Baumol, Business Behavior, Value and Growth, The Macmillan 
Company, New York, 1959. An earlier exposition of the Baumol Model appeared 
in Economica, August 1958. 

2) Baumol, op. cif., p. 27. 

3) Ibid., Chapter 6. 

4) Ibid., p. 49. 

5) This diagram is adapted from Baumol, op. cit., p. 55, Fig. 7: 1. 
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amounts of total revenue and total cost along the vertical axis. 
Q, represents the profit maximizing output; Q, represents the 
sales-revenue maximizing output in absence of any minimum profit 
constraint, Let us now assume that the firm considers P, the 
minimum acceptable profit which has to be generated by its 
operations (a clarification of the concept of ‘‘minimum acceptable 
profit’ will be provided below). In this case the firm will produce 
output Q, since any further increase in output would drive total 
profit below the minimum acceptable level. It is clear then that the 
minimum profit constraint becomes effective provided the minimum 
acceptable profit level intersects the total profit curve at an output 
level larger than Q, and smaller than Q,. Professor Baumol shows 
that if advertising is taken into consideration the minimum profit 
constraint will normally be an effective constraint, that is, the 
equilibrium output will fall between Q, and Q,. It is then sufficient 
to know the total profit curve and the minimum acceptable profit 
level in order to determine the equilibrium output, price, sales 
revenue, and profit of the oligopolistic firm in Professor Baumol’s 
model. 

Before we apply the corporation income tax to this model, it is 
necessary to clarify the concept of the “minimum acceptable profit 
level” and to specify its determination. Unfortunately, Professor 
Baumol provides only a broad explanation of this crucial concept 
with some ambiguities. On the whole, he seems to imply that the 
minimum acceptable profit level represents the opportunity cost of 
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capital in a competitive capital market or something approximating 
“normal profit’ as defined by traditional economic theory. *) 

Then again, Professor Baumol seems to imply that some additional 
considerations for future company growth enter into the deter- 
mination of the minimum acceptable profit level. 7) 

For the discussion in Part II, we shall assume that the minimum 
acceptable profit level closely approximates “normal profit’’, so that 
this concept can be substituted for it as a rough approximation. 


II 


It will be noticed that total profit in Figure 1 equals total revenue 
minus total cost. Hence it is profit prior to the corporation income 
tax.*) This total profit before income tax is represented by the 
solid line in Figure 2; total profit after tax is shown by the broken 


TOTAL PROFIT 
BEFORE es 


TOTAL PROFIT 
AFTER TAX 


Qp Qe QcQs 
OUTPUT IN DOLLARS 


line. (For the sake of simplicity a uniform 52% corporation income 
tax without exemption has been applied. This is the marginal rate 


6) “In order for all incorporated firms to be able to obtain funds from the 
sale of their securities, there must, over the long run, be some sort of rough 
parity among the earnings of the securities of all listed firms (whether or not they 
are oligopolists) after some appropriate corrections for risk premiums’ (Baumol, 
op. cit., p. 50). “In other words, oligopoly earnings would then approximate the ~ 
so-called normal rate of profit — that rather mysterious ingredient in the 
economist’s cost calculations” (Ibid., p. 51, footnote 10). 

7) “In practice, the determination of a minimum acceptable profit level pro- 
bably comes down to no more than a rough attempt, again partly by rule of 
thumb, to provide competitively acceptable earnings to stockholders while leaving 
enough over for investment in future output expansion at the maximum rate 
which management considers to be reasonably safely marketable.” (Ibid., p. 53.) 

8) This is the profit concept used by Professor Baumol throughout his 
analysis, He thus abstracts from corporate income taxation. 
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applicable to most U.S. corporations.) P, represents again the 
minimum acceptable profit level which now intersects the total after- 
tax profit curve to the left of the total before-tax profit curve. The 
new equilibrium output becomes Q’, which is smaller than Q.. 
In other words, the imposition of the corporation income tax 
resulted in a reduction in output. This smaller output will, of course, 
be sold at a higher price;®) total sales revenue will be reduced as 
can be seen by glancing at Figure 1. Total profit before tax will be 
increased and the tax revenue will be larger than what it would 
have been if no output adjustment had taken place in response to 
the imposition of the corporation income tax. 1°) We see then that 
under the decision making process described by the Baumol Model 
the imposition (or increase) of the corporation income tax would 
result in output reductions and price increases, that is, in the partial 
forward shifting of the tax to the consumer. This result is consistent 
with the contentions of a good many businessmen. It is not neces- 
sarily inconsistent with traditional economic theory since this type 
of corporation income tax is obviously not a tax on “pure profit” 
but one which includes in the tax base “normal profit”, that is, 
normal return on equity capital. 

Let us now see what the impact of the corporation income tax 
would be if the tax were imposed on “‘pure profit” exclusively (that 
is, profit above P, in Figure 2). Assuming that the minimum 
acceptable profit level P, can be taken as a close approximation of 
“normal profit’, the dotted line in Figure 2 represents profit after 
tax under this type of income taxation. It will be noted that the 
equilibrium output remains at the level Q., that is, no adjustment 
in output, price, or sales revenue takes place and the tax tends to 
generate zero revenue. +1) 

This is consistent with traditional economic theory, except for 
the fact that traditional oligopolistic models would not lead us to 
assume that “normal profit’’ would be the rule rather than the 
exception for the oligopolistic firm as is the case with the Baumol 


Model. 


9) This result follows from the negative slope of the demand curve and the 
assumption of non interdependence in current decision making. 

10) As seen in Figure 2, the vertical distance between the two profit curves, 
representing total tax liability, is smaller at Q, than at Q’,. 

11) In Figure 2, P, intersects both the before-tax and after-tax (dotted) profit 
curve at Q,. 
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Let us now put the model through its paces for a comparison of 
debt financing versus equity financing. For this purpose, let us 
assume that Figure 2 depicts a firm which is completely equity 
financed. In this case, the broken line represents profit after 
corporation income tax and Q’, is the equilibrium output as stated 
earlier. Figure 3 depicts a similar firm with identical profit before 
income tax, where this profit includes return on borrowed as well 
as equity capital. Let us also assume that the minimum acceptable 
profit level (P,) of this firm is identical with that of the firm in 


Figure 2. 1?) 
3 TOTAL PROFIT 
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Let P, be the interest return on borrowed capital and P,—P, 
the minimum acceptable return on equity capital where the firm 
finances to a significant extent by means of borrowed capital. Since 
interest payments are a deductible item under corporate income 
taxation, the broken line in Figure 3 represents net profit (after 
tax, but including return on borrowed capital) for this firm. 
Obviously, profit before and after tax coincides for profit levels 
equal to, or smaller than, P,. In this case, Q, is the new equilibrium 
output. Hence the imposition of the corporation income tax results 
in a smaller reduction of output and sales revenue, a smaller increase 
in price and profit before tax, and a smaller tax revenue than under 
pure equity financing. Furthermore, tax revenue is not only smaller 


12) This need not be an unduly unreasonable assumption. Normal return on 
risk-bearing equity capital is higher than normal return on borrowed capital. On 
this count a shift from equity to borrowed capital tends to reduce the minimum 
acceptable profit level. At the same time such a shift, by reducing the equity 
basis of the firm, increases the risk taken by each remaining dollar of equity capital 
and hence raises the normal return on the reduced level of equity capital. 
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because of the elimination of interest payments from the tax base, 
but also as a result of the smaller tax-induced reduction in output. 
Since bond financing, under the Baumol Model, reduces the sales- 
contracting effect of the corporation income tax relative to equity 
financing, the elimination of interest payments from the tax base 
results in a bias in favor of bond financing rather than equity 
financing. 

One more question may be raised in this connection. What is the 
effect of the corporation income tax if it results in a maximum after- 
tax profit level which falls below the minimum accepted profit 
level? In this case, if our interpretation of the minimum acceptable 
profit level (as approximately “normal profit’’) is accepted, the tax 
would drive the firm out of business in the long-run. Obviously, this 
is less likely to happen if the firm is largely bond-financed than if it 
is predominantly equity-financed. 

In conclusion, it may be worthwhile to spell out the major 
general-equilibrium implications of the corporation income tax under 
the Baumol Model. We found that the tax does not directly affect 
after-tax profit, while increasing the product-price and reducing 
(physical) sales volume. The price increase represents a primary 
burden on all those who buy from the corporate sector and tends 
to divert some purchases to other sectors of the economy. The 
output reduction results in a release of some factors of production 
from the corporate sector, their loss of income representing an 
additional primary burden. The secondary effects on employment, 
income and prices cannot be predicted in the abstract, but such 
secondary effects will exist. 

Given that the tax does not directly affect after-tax profit, ac- 
cording to the Baumol Model, it will not impinge on the internal 
supply of investment funds within the corporate sector. However, 
if size of operation (sales revenue) is an important determinant of 
the supply of external investment funds — as is suggested by 
Baumol — this supply may well be reduced. Furthermore, lower 
sales volume will reduce the demand for new productive capacity 
within the corporate sector. In this sense, then, the tax would impede 
corporate growth. No implications can be drawn with regard to 
total growth of GNP without accounting for the secondary effects 
of the tax and the way in which the tax revenue is utilized. 

Recent empirical studies have indicated that in the long run the 
level of the United States corporation income tax has had no 
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discernible effect on the after-tax rate of return on investment. **) 
These findings are consistent with the implications of the Baumol 
Model as applied to the corporation income tax. More important 
this model outlines a process of corporate decision-making and 
adjustments which would result in this long-run isolation of the 
after-tax profit rate from the level of the corporate income tax 
rates. 


18) John C. Clendenin, Effect of Corporate Income Taxes on Corporate 
Earnings, Taxes, June 1956; also Eugene M. Lerner and Eldon S. Hendriksen, 
Federal Taxes on Corporate Income and the Rate of Return on Investment in 
Manufacturing, 1927 to 1952, National Tax Journal, September 1956. Lerner 
and Hendriksen conclude that “tax theory has not yet clearly delineated a single 
empirically verifiable process of adjustment which can account for a stable rate 
of return in the long run in the face of fluctuating and rising corporate income 
taxes’’ (loc. cit., p. 202). 


LE MODELE D’OLIGOPOLE DU PROFESSEUR BAUMOL 
ET L°IMPOT SUR LES SOCIETES 


par MICHAEL E. LEVY 


RESUME 


Dans son livre Business Behavior, Value and Growth, le profes- 
seur Baumol nous a fourni un nouveau modéle de l’entreprise 
d'oligopole. Ce modéle est basé sur les trois hypothéses originales 
suivantes: (a) L’interdépendance des membres de |'oligopole inter- 
venant dans les décisions prises au jour le jour est assez faible pour 
étre laissée de coté. (b) Le mobile principal d’une exploitation 
oligopolistique est de porter au maximum les revenus des ventes 
plutét que les bénéfices. (c) Le maximum des revenus des ventes 
est limité par la nécessité d'un bénéfice minimum. 

Dans cette étude, le modéle du professeur Baumol est appliqué 
4 l'impét sur les sociétés; il en ressort quelques résultats intéressants. 
Conformément au processus du modéle Baumol suivant lequel des 
décisions sont prises, la perception (ou l’augmentation) de l'impét 
sur les sociétés aboutirait 4 une réduction du rendement et 4 une 
augmentation des prix, c'est 4 dire au glissement partiel de l'impét 
vers le consommateur. Ce résultat est en accord avec les prétentions 
d'un bon nombre d’hommes d'affaires. II n'est pas nécessairement 
incompatible non plus avec la théorie économique traditionnelle, 
étant donné que ce type d’impét sur les sociétés est de toute évidence 
non pas un impét sur le ,,bénéfice net’’, mais un impét incluant dans 
l'assiette le ,,bénéfice ordinaire’’, c'est 4 dire la rémunération normale 
du capital-actions. 

Si l'imposition était basée exclusivement sur le ,,bénéfice net’, 
aucun ajustement du rendement, des prix ou des revenus de ventes 
ne s’opérerait et l'impét tendrait 4 produire un revenu nul. Ceci est 
conforme 4 la théorie économique traditionnelle, 4 l'exception du 
fait que des modéles d'oligopoles traditionnels ne nous conduiraient 
pas a admettre que le ,,bénéfice ordinaire’” est la régle plutét que 
l'exception pour une entreprise d’oligopole. 

Par une comparaison entre le financement par actions et le 
financement par obligations, le modéle Baumol conduit 4 la con- 
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clusion traditionnelle que le revenu d'une société permettant la 
déduction des paiements d'intéréts des bénéfices imposables prédis- 
pose en faveur d'un financement par obligations. 

Il serait peut-étre particuliérement intéressant de faire ressortir 
les principales implications d’équilibre général pour l’impét sur les 
sociétés d’aprés le modéle Baumol. En augmentant le prix du 
produit et en réduisant le volume (matériel) des ventes, l'impét 
n’affecte pas directement le bénéfice net (impdts déduits). L’augmen- 
tation du prix représente une premiére charge pour tous ceux qui 
achétent dans le secteur des sociétés et tend 4 détourner les achats 
vers d'autres secteurs économiques. La réduction de la production 
conduit 4 l’abandon de certains facteurs de production du 
secteur des sociétés, leur perte de revenu représentant une charge 
premiére additionnelle. Les effets secondaires sur l'emploi, les 
revenus et les prix ne peuvent prédits dans l’abstrait, mais ces 
effets existeront. 

Etant donné que conformément au modéle Baumol l'impét n‘atteint 
pas directement le bénéfice net, il n’empiétera pas sur l'apport 
interne des fonds d’investissement dans le secteur des sociétes. 
Toutefois, si la dimension de l'opération (revenu des ventes) est 
un facteur important de l’apport externe de ces fonds d’investisse- 
ments — ainsi que Bauumol le suggére — cet apport peut se trouver 
réduit. De plus, un volume de vente moins élevé réduira la demande 
d'une capacité de production nouvelle dans le secteur social. Dans 
ce sens alors, l'imp6t entraverait le développement des sociétés. On 
ne peut rien déduire quant 4 l’accroissement total du produit national 
brut sans tenir compte des effets secondaires de la taxation et de 
Ja maniére dont les revenus fiscaux sont utilisés. 
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Classics in the Theory of Public Finance. Edited by RICHARD 
A. MUSGRAVE and ALAN T. PEACOCK. International 
Economic Association, Macmillan, London and New York 1958. 
XX + 244 pp. 


The economics profession, particularly its English-speaking 
branch, is enormously indebted to the International Economic 
Association once again for its sponsorship of translations of 
important works which otherwise might wither in neglect by the mass 
of the profession because of language barriers. This new collection 
of translations relates to the lively debate on the theory of public 
finance among Western European writers which started around 
1880. The 15 writers represented in the volume include three 
Germans (Wagner, v. Stein, and Ritschl), three Austrians (Sax, 
v. Wieser, and Goldscheid), four Italians (Pantaleoni, Mazzola, 
Montemartini, and Barone), two Swedes (Wicksell and Lindahl), 
a Frenchman (Leroy-Beaulieu), a Dutchman (Cohen Stuart), and 
an Englishman (Edgeworth). The editors have supplied an 
introduction which is extremely useful in tracing the development 
of various issues in the debate, a task the reader would find difficult 
performing by himself because of the strictly chronological arrange- 
ment of the selections. 

As evidence of the present-day neglect of this literature, a check 
of six popular American textbooks on public finance revealed 
references to only three of the writers included in the volume, with 
only one of the writers (Wagner) mentioned in more than one 
textbook. Moreover, it can hardly be argued that the problems 
discussed by these writers are outdated. The debate which runs 
through the volume concerns the optimum allocation of resources 
between the government and the private sector and how much 
taxation should be raised and from whom. These questions are as 
vital now as in any past period, and while these writings, admittedly, 
are not distinguished for their suggestions of practical solutions, this 
should give little cause for their neglect by scholars today when 
decisive discussion of public finance questions is being so seriously 
handicapped by an inadequate theoretical foundation. 

One principle which stands out in the book, particularly because 
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it seems to be so little appreciated today, is that “the mechanism 
of mutual interdependence between expenditure and revenue ought 
to be the primary problem of the science of public finance” (Gold- 
scheid). Applying this principle, Pantaleoni argues that “the revenue 
and the expenditure sides of the budget are perfectly synchronous’ ; 
for Parliament to decide whether a particular expenditure is 
admissable or not, the marginal utilities deriving from the various 
expenditures must be arranged in decreasing order and compared 
with the marginal sacrifice which would be entailed by the required 
levels of total taxation. In a somewhat different application of the 
same principle, Wicksell observes that the sacrifice theory of 
taxation is far weaker than the benefit theory because it has nothing 
to say about the total amount of the tax bill and the total size of 
the government's budget. Similarly, Lindahl reasons that the 
problem of deciding the extent of collective activity is not deter- 
minate unless the absolute amount of taxation is determined at the 
same time as its distribution. However, Edgeworth shows no 
sympathy for this line of thinking. 

Another illustration of an interesting approach to an important 
conceptual issue investigated in the volume is provided by the broad 
view taken by some of the writers towards the purposes of taxation. 
Wagner, for example, places regulatory purposes on a par with 
the purely financial purpose, and his discussion of justice in taxation 
(and also Lindahl'’s) starts from the premise that “what constitutes 
‘just’ taxation... depends entirely on how the existing distribution 
of income and wealth is viewed”. By contrast, Sax excludes from 
his theory of taxation those taxes which aim at modifying the 
existing property distribution, on the ground that these are ‘weapons 
in the struggle for possession” and do not belong to stable situations. 

Lindahl's brilliant defense of the primacy of the benefit principle, 
for which he builds upon the work of Wicksell, affords a third 
illustration of a line of reasoning which, if more widely appreciated 
and discussed, would enrich present thinking about public finance 
problems. In his view, the ability and benefit principles of taxation 
are in substance identical, because an individual's economic capacity 
is one of the most important factors bearing on his evaluation of 
public services. He prefers to speak of the benefit principle instead 
of the ability principle because, for one thing, it permits him to solve 
the question of the correct amount of taxation together with the 
question of its distribution. 
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Needless to say, there are many ideas in this volume which have 
either been incorporated into current thinking or else rejected for 
good reason. Cohen Stuart's critique of the case for progressive 
taxation made by proponents of the equal proportionate sacrifice 
principle belongs in the first category; Leroy-Beaulieu’s confident 
estimates of the lower and upper limits of taxation (5 or 6 per cent 
of private incomes to 10 or 12 per cent) falls in the second. 
It is nevertheless difficult to take issue with the editors’ contention 
that Anglo-Saxon economics has suffered from its neglect of the 
literature represented by the selections in this volume. 

Readers who have had bad experiences with foreign materials 
which have been translated into cumbersome, unidiomatic English 
need have no such fears about this volume. The translations are 
uniformly superb, Even outmoded technical terms are given a 
_ modern expression. 


HASKELL P. WALD. 
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ERRATUM 


A la demande de I'auteur, nous indiquons les corrections suivantes 
de l'article de M. Rouquet La Garrigue, La Politique Economique et 
Financiére en France de 1956 a 1958, publié dans PUBLIC FI- 
NANCE / FINANCES PUBLIQUES No. 2 / 1960: 


Page 145, ligne 27: 


aux H.L.M.... 


Page 146, lignes 3 et 10: emprunt 5% 1956 


Page 148, ligne 30: 
Page 150, ligne 14: 
Page 153, ligne 23: 
Page 155, ligne 3: 
Page 157, ligne 12: 

ligne 33: 
Page 158, ligne 19: 
Page 161, ligne 7: 
Page 161, ligne 14: 
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